CA20N EA-90-01 


EAB 
_ ENVIRONMENTAL 
ASSESSMENT 
BOARD 


2 





S 


iboats, MBean 
Vane” 


Ontario 


ONTARIO HYDRO 
-DEMAND/SUPPLY PLAN > 
HEARINGS 





VOLUME: 156 | 


DATE: Wednesday, June 3, 1992 


‘BEFORE: 
HON. MR. JUSTICE E. SAUNDERS Chairman 
DR. G. CONNELL Member | 
MS. G. PATTERSON | Member 


SR SSS TT IETS SID 


ASSCOIATES 
REPORTING INC. 


410 482-3277 


2300 Yonge Se. Suse 709 Toromo. Canaca M4P 1E4 


vi | 

” ing My AT i, ; , | r 5 A (maha fi uf Th 

Bath int} Pa i iv? LaF H ‘ j 
t j mn i M nie SPL MOM Viuminig AUTEN Mt Bec } { 
MARR peal at i ne an Au RR MOU SRT APD 
aA a nti i Ml NontiiGh eRe a eC 
i y ¥ - Hy i ity 
ith 






sh 
i i aa 
si ‘) 


ey) 


ey 


oC An eh ne | 

4 hes 
Der Oat ee] 
i Mt Uitte) HAW 


AA, 


EA-90-01 


ENVIRONMENTAL ASSESSMENT BOARD 


ONTARIO HYDRO DEMAND/SUPPLY PLAN HEARING 


IN THE MATTER OF the Environmental Assessment Act, 
R.S.O. 1980, c. 140, as amended, and Regulations 
thereunder; 


AND IN THE MATTER OF an undertaking by Ontario Hydro 
consisting of a program in respect of activities 
associated with meeting future electricity 
requirements in Ontario. 


Beech .OaR cE 


THE HON 
DR. G. 


MS. G. 
MR. M. 
MR 


MS. Cy, 


MS. G. 


Held on the 5th Floor, 2200 

Yonge Street, Toronto, Ontario, 
Wednesday, the 3rd day of June, 
1992, commencing at 10:00 a.m. 


VOLUME 156 

- MR. JUSTICE E. SAUNDERS Chairman 
CONNELL Member 
PATTERSON Member 
HARPUR Board Counsel 
NUNN Counsel/Manager, 

Information Systems 
MARTIN Administrative Coordinator 
MORRISON Executive Coordinator 


Farr & Associates Reporting, Inc. 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/31/61114685365 


B. CAMPBELL 

L. FORMUSA 

B. HARVIE 

J.-F. HOWARD, Q.C. 
J. LANE 

G. A. KARISH 


J.C. SHEPHERD 


is 
J. 


B. 
L. 
P. 


MONDROW 
PASSMORE 


WATSON 
MARK 


COUBAN 
MORAN 
MacDONALD 


MARLATT 
ESTRIN 
DAHME 


POCH 
STARKMAN 
ARGUE 


ROCK INGHAM 
KELSEY 


GREENSPOON 
McKAY 


J.M. RODGER 


M. 
T. 


MATTSON 
McCCLENAGHAN 


WAFFLE 


CAMPBELL 


GRENVILLE-WOOD 


wee ee ee eee 


(i) 


she cel 0) URLS a] Oe OO hed cha 


ONTARIO HYDRO 


IPPSO 


MUNICIPAL ELECTRIC 
ASSOCIATION 


PROVINCIAL GOVERNMENT 
AGENCIES 


NORTH SHORE TRIBAL COUNCIL, 
UNITED CHIEFS AND COUNCILS 
OF MANITOULIN, UNION OF 
ONTARIO INDIANS 

COALITION OF ENVIRONMENTAL 
GROUPS 

MINISTRY OF ENERGY 


NORTHWATCH 


AMPCO 


ENERGY PROBE 


ENVIRONMENT CANADA 


PUBLIC HEALTH COALITION 
(OPHA, IICPA) 


SESCI 


Farr & Associates Reporting, Inc. 


=} 


JTIMOD CARTAN Some BRNO 


ad roel 
EITOMNOD GMA UVAIND CePrMD ye et “Ge 
if MOTHD. , WLaPOTTAAM: SO NEA . = 
BBALML CLAATHO | 
| m4 {UMMMOTI Ve tO. KOLPRIAGS ce mod 1a 
. eens! AAMRAATE .4 
als ( GUDRA .d 
| VoRmaue AO vareIee aN. 2 
EDA WE TRON ‘i aera . 0 
HOOTMMESRD 4] 
pte | ( i a > 
ua O>akA/™ » | pied eT 
oe) | WOT RAM. 
a - , Core BAROAMS SGM ¥ 
AdaA? MOR TV -\ | SEA 


witJaoo anise pre og {OZ8THAD oN 


(AV3EL AUN, 


> 





= 





H. 
Jt 


ROGERS 


POCH 
PARKINSON 


POWER 


THOMPSON 


BODNER 
MONGER 
ROSENBERG 
GATES 
TRIVETT 
KLIPPENSTEIN 
KLEER 
OLTHUIS 
CASTRILLI 
HILL 
OMATSU 
ALLISON 
REID 
LOCKERBY 
SPOEL 
FRANKLIN 
CARR 
MACKESY 


HUNTER 
BADER 


TAYLOR 
HORNER 
WATSON 


(ii) 
AUPE BV Ashen NOC lORTS 
(Cont'd) 
ONGA 
) CITY OF TORONTO 
CITY OF TORONTO, 


SOUTH BRUCE ECONOMIC CORP. 


ONTARIO FEDERATION OF 
AGRICULTURE 


CONSUMERS GAS 


) CAC (ONTARIO) 


RON HUNTER 

POLLUTION PROBE 
) NAN/TREATY #3/TEME-AUGAMA 
) ANISHNABAI AND MOOSE RIVER/ 
) JAMES BAY COALITION 

TOWN OF NEWCASTLE 


) OMAA 


AECL 
) CANADIAN VOICE OF WOMEN 
) FOR PEACE 
ON HER OWN BEHALF 
) DOFASCO 
) MOOSONEE DEVELOPMENT AREA 


) BOARD AND CHAMBER OF 
) COMMERCE 


Farr & Associates Reporting, Inc. 





40 wortansuee tagpaenes 
SaTIODT SOA 


| RAD HMMM = 
OIKe, OAD; 









( 
{ a 
| aoe 4 
gates MOR SESVIRT ” 2 
sont WOLTDAIOT ware THT ee 
=) Oe 

| MAUI mE NEN TRAIT ( wee oe 

Yessy * a3 ‘ nil VA LAR AMHe THA : \ . Srimnld aad _ 

i HOTTIIACD YAR BEMAL, ( Lad EARRAD oe ; 

AeA EO MWOT RAS0: eae 
So ee ‘GerANO pM 
paher ) io? SS 
b we : . ; : | ” ; ve Z 7 
Misses SOmA ee a eae 
spe és = . ‘ ON eet 
“ANON YO MOTOT WATOARAD - { S8088 .9 . 
. » BOSS #04 f MLLMART .v he 
| t { i . ABAD - i : : 
1 2 - | : 7 
| | S168ee WO EA a SRAOQAM, EO | 


oaawoa 


As -Nsiealorrse SaMOROOM 
10 HIAWAND CMA GRADE. .. 
irae | 


Au 


(iii) 


Aurore EVAR AON) CUBS 


(Cont'd) 

T. HEINTZMAN ) ATOMIC ENERGY OF CANADA 

D. HAMER ) 

C. FINDLAY ) 

P.A. NYKANEN ) CANADIAN MANUFACTURERS 
ASSOCIATION - ONTARIO 

G. MITCHELL SOCIETY OF AECL PROFESSIONAL 
EMPLOYEES 

S. GOUDGE CUPE 

D. COLBORNE NIPIGON ABORIGINAL PEOPLES' 
ALLIANCE 

R. CUYLER ON HIS OWN BEHALF 

L. BULLOCK ) CANADIAN NUCLEAR ASSOCIATION 

L. CHAN ) 

R. MATSUI Pie 


Farr & Associates Reporting, Inc. 





on 


“y bs - i i 
4.9 : 0; ira ep ‘* 


| tanorbentone ie ies ae 


"EL SSOAG JAATUIBOBA "HODTETU 


ROMA TSA 
TAME “WO ara nd YU9 +24", 'A},0 
=o 
WoL DAN2ORRA Ais patinean : HHOTIOT od "yi 
( _ HARD. ‘Jn 
‘ TUR TAM 3 P 
a9 
2 
\ * yore’ | 7 : | im . . 
( : 
fy ee | : 
a | 


ont patsroqan 


up? 





(iv) 


TEN TD ths Oont BeakeOrC BED 1 ON GS 


Page No. 
AMIR SHALABY, 
JOHN KENNETH SNELSON, 
JANE BERNICE TENNYSON, 
FREDERICK GEORGE LONG, 
BRIAN PAUL WILLIAM DALZIEL, 
HELEN ANNE HOWES; Resumed. 2/995 


Cross-Examination by Mr. Shepherd (Cont'd) 2/393 


Farr & Associates Reporting, Inc. 


we 


Wh . oe 


7 
a ae oe be Se 





ipa 





~~ (aan: { 


tI 
— —- 7 
og a 
: q 
‘ ; 
| | 

ay | | . | | | 

| i % 5 | a | | Y | | 

Th metab aha | | 
; a 
?, - { 
' 
aS 
] | | 
| i | ; ; 
i 
| j 
7 
9 - Lt 
it ee 
7 : a 
5 << a 
4 7 






= as 


| ait, yaabtiegaa’ asdeinosed 


(v) 


Cee Satyr lonte & Xb wd B eT Ss 


No. Description Page No. 
700 Paper entitled: Avoided Cost Issues, 27592 


Theory and Applications, dated 
May 13th, 1992 by Paul Halpern. 


701 Paper entitled: The Relationship 27593 
of Economics in the Environment, by 
Al Holt. 
683.20 Interrogatory No. 11.7.5. 27653 
702 Four-page document of NUG rate 27676 


comparisons. 


Farr & Associates Reporting, Inc. 






P ayy ae wi rik hos 


cease sat ies son % 
arms ‘e741 Bus x0 somo 


a 


4 
S¢ 
fey ee 
ca =a 
i ( 7 7 3 
a 
' - : 7 
a 2% , 
A _ 
' 
ifs 
' i 
f - = 
1 
( 
£ . 
| ye 
a\ ‘ : 
} 
a oo ; 
i 
| : 
, 
! 
i 
C ’ 





(vi) 
Eel Se! oer UO Ne Dibe RT A Kel ONG Ss 


No. Description Page No. 


684.20 Ontario Hydro undertakes to provide 27665 
information confirming that since 
the beginning of January, Ontario 
Hydro has made formal offers on some 
of 13 projects being negotiated for 
a total of 700 megawatts. 


684.21 Ontario Hydro undertakes to provide 27671 
whether there has been a determination 
that Ontario Hydro will take all under 
5 megawatt projects and all hydraulic 
NUGs regardless of size. 


684.22 Ontario Hydro undertakes to provide 27714 
the spreadsheet for the avoided cost 
calculation as done for sample NUGs. 


Farr & Associates Reporting, Inc. 





‘ets sbivesq of eblaeveens craigs seas 
“oisganiniatay 6 Need «et ar ert: Gettedi” = 
“qn Die whew Lily ovbys: Ghaedoo sada 

ol iveatyd Dip bis atoee vig ST hewge @ 
eater 3 ae. nou 


~ 


BiTT*. shiveag oF gangs tetines niet Sas odsaies | 
 - \gegs BeRlove’ sag. 207 heyy a od 
/eouu widgnare tol ense we Det fooles 


~ 





Recess 
Resume 


Luncheon Recess 
Resume 


Recess 
Resume 


Adjourned 


TIME NOTATIONS 


10:03 
10:15 
10:26 
10:40 
aes 2 
Lie 16 
Lies 
blis.50 
Lae. 5 © 
N98 Wee 
12532 
12:48 
12258 
2233 
2:45 
3:00 
S2L5 
PISA E) 
Bite 
acl 3 
4:28 
4:47 
4:56 


Page No. 


Farr & Associates Reporting, Inc. 


aa Ba 


ne = 


ct vy ne ay ih PW ee 
peel do haan 
xh ; A : 






, PEER shit Con re) 
: “ pe ae 





; : «Reef RESt 
bQate <a eg BEES les 
Se aac a -.q BEshi enened, acenionunl. 
OUTTS ----—~<— sag Css eupesh. * 
CONOR me aeen-= ee ab rk neon 
RIVES tor eg BOCE 

PLETE onneees a Pie — 
CERTR ae—emne 1. Queee ke  waagen mr a. 
GERTE. eee ait bh emuese 7 a ; wT 
reve oe nee Mug T=6 ' : a | 
SAUER reat 5 Ree : | le 
ai en ee) t) + i roe 
OBNNS -<--~-ne— ag S628 benaeerha . 





Spell 


21392 


---Upon commencing at 10:03 a.m. 

THE REGISTRAR: Please come to order. 
This hearing is now in session. Be seated, please. 

THE CHAIRMAN: I wish to put on the 
record Exhibit No. 700 which is filed on behalf of the 
Board. It's a paper entitled: Avoided Cost Issues, 
Theory and Applications, dated May 13th, 1992 by Paul 
Halpern. 

I think copies are available for those 
who might wish it. 

---EXHIBIT NO. 700: Paper entitled: Avoided Cost 

Issues, Theory and Applications, dated 

May 13th, 1992 by Paul Halpern. 

Mr. Shepherd. 

MR. SHEPHERD: Thank you, Mr. Chairman. 

As you can see my handlers have left me 
totally unprotected this morning. I don't think that's 
a comment on how it went yesterday. 

Mr. Chairman, I'm filing an exhibit which 
copies have been provided to the Board and to the 
witnesses and to Ontario Hydro, it is entitled: The 
Relationship of Economics in the Environment, it is a 
paper by Al Holt. 

I wonder if I can get a number for that. 

THE REGISTRAR: That will be No. 701, Mr. 


Chairman. 
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---EXHIBIT NO. 701: Paper entitled: The Relationship 
of Economics in the Environment, by Al 
Holt. 
AMIR SHALABY, 
JOHN KENNETH SNELSON, 
JANE BERNICE TENNYSON, 
FREDERICK GEORGE LONG, 


BRIAN PAUL WILLIAM DALZIEL, 
HELEN ANNE HOWES; Resumed. 


CROSS-EXAMINATION BY MR. SHEPHERD (Cont'd): 


Q. Mr. Snelson, you have had the chance 
to briefly glance at this to identify the document? 

MR. SNELSON: A. Briefly to the point 
that it was put in front of me five minutes ago. 

Q. Yes. Can you identify the document? 

A. I can read the title page. I'm not 
familiar with the document, I haven't seen it before. 

Q. You can identify Al Holt? 

A. Mr. Holt is the president of Ontario 
Hydro. 

Q. Now, yesterday we had a discussion 
about your relative priorities within your five basic 
thrusts think they are called, and I guess there was 
some discussion and perhaps confusion, certainly shock 
Outside of the hearing room, at the notion that demand 
management was not your top or No. 1 priority. 

Did I misunderstand that yesterday? 


A. I.think that we indicated it was a 
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very high priority. 

Q. Now, could you turn to the last page 
of Mr. Holt's speech, please. The speech is entitled: 
The Relationship of Economics in the Environment, and 
in this last page your president is talking about the 
Demand/Supply Plan. And you see the heading Principal 
Strategies, and you see there's four subheadings, in 
fact, which I take it track the first four of your five 
basic thrusts; is that fair? 

A. I see the headings. I haven't read 
the paper. I see power purchase. I haven't read what 
follows to know whether it's relating to power purchase 
from non-utility generators Or power purchase from 
outside the province. 

Q. Okay. All right. We will get to it. 
The first one, the heading is Efficiency and 
Conservation. Mr. Holt says: 

"So the first and most important 
initiative of our plan is to spend 

$3 billion on energy conservation 

programs in the next decade." 

I understand that's now $6 billion; 
right? 

MR. SHALABY: A. I indicated there were 


Many estimates floating around and 6 billion was 
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mentioned by Panel 4, yes. 

Q. Okay. Now, where Mr. Holt says that 
this energy conservation program over the next decade 
is the most important initiative of your plan, do I 
take it that that has to be understood in the context 
that the existing system really doesn't operate on the 
same set of priorities as you described yesterday? 

MR. SNELSON: A. I think that we 
indicated yesterday that we expected to continue with 
our demand management program, even if that meant 
mothballing some of the existing facilities. 

Q. Okay. All right. I am going to come 
back to that later. So Chem mpucsston we get -- sorry, 
let me just ask one more question about that. 

The impression we get from this, and just 
accept for the purposes of argument for now that the 
impression this leaves is, you have got demand 
management, that is way out there in front; then you 
have these other things that are very important things 
but demand management is first. Is that a fair 
impression? 

A. Well, I think we have explored that 
demand management is a very high priority. 

Q. We were talking about the 


demand/supply planning strategy yesterday and we were 
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looking at the general strategic principles on page 15. 
And I'm looking at -- 

THE CHAIRMAN: Exhibit...? 

MR. SHEPHERD: This is Exhibit 74, Mr. 
Chairman. 

THE CHAIRMAN: 74. 

MR. SHEPHERD: Q. And if you could look 
at general strategic principle 1.4, this is the 
leadership on the environment and social benefits 
principle. 

Now, how do you implement such a 
principle? I don't want the whole story, I understand 
this whole hearing is about that, in essence, but I 
guess what I'm driving at here is: If a particular 
policy would support such a principle, would help to 
implement such a principle, would that then mean that 
that policy would, all other things being equal, be 
implemented in fact? 

MS. HOWES: A. I don't quite understand 
the question. Could you rephrase it? 

Q. Okay. You have -- 

THE CHAIRMAN: This is the first time 
that Ms. Howes has had to deal with the all other 
things being equal hypothesis, which other panelists 


have had to struggle with. 
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MR. SHEPHERD: Q. I'll come at ita 
different way, Ms. Howes. Let's suppose, just for 
argument sake, that the best way of protecting the 
environment and encouraging the social benefits of your 
activities is to recognize environmental and social 
costs and benefits expressly through operating 
decisions, ratemaking decisions, planning decisions in 
dollar terms. 

Let's just hypothesis that that is the 
best way of achieving 1.4. Does this principle, 
therefore, suggest that you should do that? 

MS. HOWES: A. Okay. And this is 
probably also related to all things being equal. 

We have the scientific information to 
determine what the environmental effects are, we know 
the full range of environmental effects, full life 
cycle, we know the monetary costs associated with each 
of these, we are able to quantify the social costs or 
the socio-economic implications as well. 

It may be one way of achieving this 
objective, all things being equal. 

Q. I deserved that. Now, you couch that 
in a condition that you have to be able to get all of 
the numbers exactly right to do it; right, you have to 


be confident on all of the quantification that you are 
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doing in order Bol auptenehe a policy like that. 

A. I wouldn't say exactly right. I 
mean, environmental science you are probably never 
going to get an exact number to two decimal places, but 
I think you have to be aware of the full range of 
environmental effects, you have to know well be beyond 
just emissions, you have to look at the effects on air, 
water, land, people and there are a whole range of 
environmental effects, sure. 

Q. Now, when you put a number on 
reliability all you do is customer survey; right? 

MR. SNELSON: A. We did do customer 
surveys for determining the value of ceriebiaey to our 
customers, and that was one of the inputs to our 
reliability determination. 

Q. That doesn't sound like the same sort 
of scientific certainty that Ms. Howes is talking 
about. 

A. It's not certain, no, it has 
uncertainties associated with it. 

Q. Still on this, but I guess I want to 
come at it from a different perspective, go down to the 
bottom of thie page 15 and there Ontario Hydro says: 

"In developing plans, the secondary 


criteria...", and that's this whole list 
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of criteria here: 
"...will be quantified to the degree 
practical.". 

Now, why is that something that you would 
like to do as planners? Why would you want to do that? 
[10:15 a.m. ] 

A. Well, clearly, if things can be 
quantified and that can be an aid to taking them into 
account in decision making. Quantification may be in 
physical terms or it may be in other terms. 

Q. Is part of the reason for quantifying 
criteria to be able to compare dissimilar attributes by 
giving them a common measuring stick? 

A. I don't think that's what is being 
referred to here. It's to being able to, if you can 
quantify something, then you are better able to judge 
whether its effect is significant, whether or not they 
are quantified in the same terms. 

O: Go back up to 1.5, please. This 
seems like a very either/or sort of principle. 

Rates must continue to be based on cost. 
Presumably, that is mandatory and there is not much 
room for doubt. You either do it or you don't, right? 

A. I think this is a question for Dr. 


Long. 
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DR. LONG: A. Finally. [Laughter]. 

Q. I wouldn't want him to feel left out. 

A. Yes, well, it's my understanding that 
requirement flows from the Power Corporation Act. 

Q. Okay. Is one of the implications of 
that that you cannot include in your rate base 
something that is not a cost? 

A. I guess it would depend on an 
interpretation of the Act. But that's certainly my 
understanding, yes. 

Q. Presumably, well, no, let me come 
back a different way. There's nothing in that 
principle, is there, that prevents you from incurring 
costs that you do not need to incur in order to get 
benefits to your customers, to the people of Ontario, 
or to the system? There's nothing in that that 
controls what costs you incur, right? 

A. I think that is true, yes. 

Q. So, for example, the 10 per cent 
preference premium is a cost you don't have to incur, 
right? 

A. I am just struggling a little as to 
how that becomes a cost. It's a factor in determining 
the price that we pay, say for NUG or demand management 


initiatives. I guess to that extent it does become a 
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cost. 

Q. I guess what I am driving at here is 
that I'm trying to distinguish between including things 
in your rates that aren't money you spent on the one 
hand and deciding to spend money that you don't have to 
spend, that is, you could do the job cheaper if you 
wanted to because you want to get certain other 
benefits out of those additional expenditures. And the 
latter is okay, and the former is not okay, right? 

A. That's my understanding, yes. 

Q. Okay. And I take it that means, and 
we have talked about the power of cost concept and how 
it impacts on the question of monetizing externalities, 
monetizing environmental and social costs and benefits. 
And I take that means that you can't monetize them and 
charge them to rates unless you actually spend the 
money on getting those benefits; correct? 

A. I am not sure on that one, whether or 
not the Act would actually provide a barrier. 

Q. I'm not asking you about a legal 
question, though. I'm asking you how as planners you 
implement your own strategy. The lawyers will wrangle 
about the legal question lots, don't worry. 

A. Can you rephrase that? I'm just 


having some difficulty making the connection back to 
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the strategy from what you just said. 

Q. The strategy says rates must continue 
to be based on costs. Now you can't in your ratemaking 
say, well, in addition to the costs we spend on 
nuclear, for example, there are these other 
environmental externalities that are costs to society 
of nuclear and we feel we should charge our customers 
for them because they are getting the electricity. 

That would not be basing rates on cost, right? You 
would be breaching the principle. 

A. I believe so, yes. 

Q. On the other hand, if you were to 
say, we believe that where demand management displaces 
coal, it's worth an additional two cents a kilowatthour 
or three or five cents a kilowatthour and you actually 
pay that for demand management programs as a result. 
That doesn't breach the principle, does it? 

A. No, I think that's a cost we incur, 
yes. 

MR. SNELSON: A. Mr. Shepherd, I tread 
in here with great trepidation. I believe there may be 
some limits on what you have suggested and they are 
legal questions which I believe that there is some 
principle that costs have to be reasonably incurred or 


some other such requirement. It's legal and I couldn't 
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express an opinion on it. 


MR. HOWARD: Mr. Chairman, as my friend 


Mr. Shepherd recognized when he started, he didn't want 


a legal interpretation. 

MR. SHEPHERD: No, I don't. 

MR. HOWARD: If he wants one I'll give 
him an analysis. 

MR. SHEPHERD: Q. So as a planner, then, 
you would feel that you are constrained in you can only 
go so far in paying extra for conservation, for 
example? 

MR. SNELSON: A. No, I don't believe so. 
As planners, though, there are questions that arise and 
we have to seek legal counsel at times on these issues. 

Q. All right. Subject to the legal 
limit, whatever it is, if your lawyers say, this is how 
far you can go and no farther, within that limit you 
are not constrained. 

A. I believe the situation within that 
limit is as described by Dr. Long. 

Q. Okay. Now, we talked briefly 
yesterday about the difference between the primary 
Criteria in 1.7 - the primary criteria being the 
mandatory ones that must be met - and the secondary 


Criteria which may influence plans. And that's a 
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prioritization of those criteria, right? 

A. Yes. 

Q. So it goes without saying, I take it, 
that low cost is a more important criteria than 
environmental characteristics. 

A. As described here, yes. I did 
indicate in my direct evidence that the distinction 
between environmental requirements which is a primary 
Criterion and has equal weight in this list to low cost 
and environmental characteristics, which is the 
secondary criterion, is a good theoretical distinction, 
but in practice the distinction gets somewhat blurred. 

Q. And the reason for that is because at 
a certain point when you decide to achieve a certain 
environmental objective, you, in effect, make that a 
standard and move it up to the top list; is that right? 

A. If we set an environmental standard 
for ourselves, it becomes a primary criterion. 

Q. Now, you have put in evidence all of 
your environmental standards? We could look at the 
evidence and find out what the standards are that are 
not regulatory? Aside from the 1 per cent of DELs; I 
don't want to talk but that. 

MS. HOWES: A. I'm just troubled with 


the word "all." I would say probably the relevant 
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standards are included in the direct evidence. 

Q. Okay. 

A. I don't think we have told you all 
Hydro's environmental standards. 

Q. Okay. Now, where one of your 
environmental policies, if you like, is, let's say, we 
will do our best on CO(2). Let's say it's, you know, 
we will work towards having less CO(2). Is that a 
standard? 

A. I'm struggling with the word 
"standard" because it has a legal interpretation. We 
don't have a standard for CO(2). It's a semantics 
issue that I think that I'm struggling with here. I 
would see is it as a policy, a direction. Standard is 
the difficulty I'm having here with the question, the 
way it's phrased. 

Q. Mr. Snelson, you are the one who told 
us about moving things from secondary to primary 
criteria when they become standards. You agreed with 
that. So perhaps you can tell us where the line is. 

MR. SNELSON: A. Well, I think I 
indicated in my direct evidence that it's very hard to 
draw the line. Where there are things that are clearly 
standards, then there are a number of uncertainties as 


to things that might be classed as standards, as 
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environmental requirements, which are primary or 
environmental characteristics that are secondary. 
[10:26 a.m. ] 

And I indicated in my direct evidence two 
questions as to where this line gets blurred. One is 
that there can be internally set standards, and an 
example of an internally set standard was that in the 
late 1980s we set ourselves a standard to be below the 
legal emission limits for acid gases. 

The legal limits were reduced in 1986, I 
believe, and again in 1990, and we set ourselves a 
standard for the intervening years to be somewhere 
between those two levels to come down to the 1990 
level. 

The other area of uncertainty as to the 
clear distinction between the primary and secondary 
environmental considerations is that a forecast that we 
would have to meet a standard in the future could also 
be considered to be primary criterion. 

And so you will notice that we have 
discussed the possibility of future standards in our 
direct evidence in this panel. 

Q. Okay. The primary criteria are 
things that you must meet; correct? 


A. Yes. 
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Q. So where you sort of contemplate, for 
example, a lower NOx limit, but you don't treat that in 
your planning as something that you must achieve, 
that's not a standard; is it? 

It's not one of your primary criteria if 
you are not treating it as having to have to meet it; 
Ss. it? 

A. There difference in degrees of 
weights, must have and nice to have are kind of nice, 
clear distinctions but there are a variety of degrees 
of weight that are given to things according to the 
likelihood that we will have to meet them. 

Q. Would it be fair to say that if we 
took your primary criteria list and your secondary 
criteria list and we just put them together and we said 
they are all really one big list, but some are more 
important than others or, at any given point in time, 
some are more important than others; is that a fair 
characterization? 

A. Well, we have divided them up here 
but we did do that in our direct evidence. For 
instance, when we talked about environmental 
characteristics of options, we did not separate out 
when we were talking about a primary environmental 


requirement versus a secondary environmental 
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consideration. So we have, to some degree, done that 
ourselves. 

Q. Understood. Although I guess it is 
fair to say; isn't it, that if you are faced with two 
plans, both of which meet all your emissions 
requirements for example and one of them is cheaper, 
you have got to choose the cheaper one under these ' 
rules; right? 

A. That's not our practice. 

Or okay’ So you can abridge the low 
cost test to meet one of your secondary criteria? 

A. Yes. And during the development of 
the strategy - and I can't recall exactly when that 
peered - the strategy with respect to cost at one 
point in time read lowest cost and it was quite 
explicit and intended that the word lowest was replaced 
by low to provide for something other than lowest cost 
if there were benefits in other areas such as 
environmental or social considerations and so on. 

QO. Bfhattsatcritical*’ point; isn*t it, 
that you are no longer saying lowest cost, you are 
saying low cost; isn't that right? 

A. That is a very critical point and it 
was an intentional wording in the strategy that was 


done, fully intending it to be used for that purpose. 
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Q. But, Mr. Snelson, it's true; isn't 
it, that your current policy today, as we speak, is not 
low cost but lowest cost; isn't that correct? 

A. NO. 

THE CHAIRMAN: I think he just said it 
wasn't, he said that there were times when they didn't 
take the lowest cost. 

MR. SHEPHERD: Yes, I know, Mr. Chairman 
but I'm afraid I'm going to call Mr. Snelson a liar so 
I had to set him up -- 

THE CHAIRMAN: Well, I don't think you 
better do that, I hope. 

MR. HOWARD: I don't think he better do 
that either, Mr. Chairman. 

MR. SHEPHERD: Q. Mr. Snelson, I hadn't 
prepared this as an exhibit, I though I would get a 
different answer. 

Mr. Snelson, isn't it true that on March 
13th your chairman wrote to all senior management your 
business planning assumptions and in it said the 
following: 

Our focus will be on providing 

energy services to customers at the 

lowest possible cost. 


March 13th 1992. Isn't that true? 
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MR. SNELSON: A. He may very well have 
written that. 

Q. Well, isn't that your policy? 

A. I think you would have to read the 
whole of the business planning assumptions document to 
form that view, because I think you will find that in 
business planning assumptions are plans for demand 
Management, for the continuation of programs for 
scrubbers and so on, coal-fired plant, which in many 
cases if one was to strictly interpret those words 
would not be part of lowest cost. 

It is clear that the Corporation wants to 
achieve lower costs, and that's one of the priorities 
that the chairman was presenting. There are many 
things in our plans that would not strictly come within 
the definition of lowest cost. 

MR. SHEPHERD: Mr. Chairman, by the way, 
I will undertake to file this whole document which is 
an exhibit at the Ontario Energy Board before tomorrow 
morning. I just have to get it copied. 

Q. So, Mr. Snelson, where your chairman 
Says your focus will be and he uses the words lowest 
possible cost, he's just overstating the case a little 
bit; right? It's not really what he means? 


MR. SNELSON: A. I hesitate to fully 
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interpret the words of the chair of Ontario Hydro, but 
I am referring to the specifics of our plans and our 
plans include many things that are there for good 
reason, environmental and social, that wouldn't 
necessarily be there if one was to take a very narrow 
focus of lowest cost. 

Q. Okay. 

MR. SHALABY: A. Mr. Shepherd, I thought 
you promised us yesterday that you had finished with 
semantics. I don't know whether you are coming back to 
semantics or not. 

Q. Well, unfortunately, I don't think 
this is semantics, and I think -- 

A. That gives you my opinion of what 
this is. 

Q. Well, Mr. Snelson, didn't you make it 
clear that the difference between lowest and low is 
really critical? 

MR. SNELSON: A. We certainly made that 
change in the strategy with our eyes open for that 
specific reason. 

Q. Okay. Let's look at some of the 
specific strategies. Now, I'm obviously not going to 
go through every strategy item in the DSPS, you will be 


happy to know, but there are some that do appear worthy 
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of clarification. 

Perhaps you could look on page 16 of 
Exhibit 74 and you will see under a heading 2.2 
Response to Uncertain Growth. And as I read 2.2.2 and 
2.2.3 I understand that to say that at the time your 
thinking was you would plan to the upper but you would 
implement to the median. Is that a fair 
characterization? 

A. Definitely the strategy elements do 
permit us to be seeking environmental approvals and 
other such definition phase work on the basis of the 
upper load growth, and the strategy is quite explicit 
that we should be committing in time to meet the median 
load growth. 

So that the strategy is concerned with 
the balance between being prepared to meet upper load 
growth and not overspending to meet median load growth. 

Q. Mr. Snelson, there's no trap here. 

It says here: 
Demand options will be 

implemented and supply options will be 

committed in time to meet the median load 

growth. 

And it says in 2.2.4: 


Preparations for demand and supply 
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options will be undertaken in time to 

meet the upper load projection. 

So you plan for the upper and you 
implement for the median; isn't that right? 

A. Yes. There is another nuance in 
there and, that is, in time to meet the median load 
growth economically and reliably. The word 
economically is significant in that statement. 

Q. Okay. Now, you plan to the median; 
right? 

A. No, we are planning around the 
median. 

Q. Oh, that's a distinction. I fear we 
are stuck in semantics here. Is there a difference 
between planning around the median and planning to the 
median? 

A. Yes. 

Q. Okay. And what is it? 

A. Well, planning around the median in 
the way in which we have used it, and I think Mr. 
Shalaby has discussed it in his direct evidence, is in 
Our view a different way of managing uncertainty and 
meeting the strategy elements that are indicated on 
page 16. 


It's a way of doing so through looking at 
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the risks and responses that we have and coming to the 
conclusion, in this case, that we have sufficient 
flexibility without seeking major supply approvals at 
this time. 

Q. All right. I think it was just a 
semantical difference. 

Well, given that you are now planning 
around the median, are you implementing still to meet 
the median or are you implementing now to meet the 
lower? You had a two-staged thing here; right? 

A. Yes. 

Q. Your plans would be set up for the 
upper but you wouldn't make your commitments until the 
median said you needed it. 

Now, you are planning to the median. Are 
you implementing or making commitments when the lower 
Says you need it or when the median says you need it? 

A. We are making commitments as we see 
appropriate and that would include having at least 
enough commitments to meet the median. 

Q. Okay. So in terms of the actions 
that you expect to take in the future, that you will 
actually take in the future, I take it that the DSP 
Update, shifting to this planning around the median, 


that doesn't change the timing and extent of any of the 
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commitments that you will ultimately make; right? 

A. It may change the nature of the 
commitments we make. 

Q. Okay. I'm just dealing here with 
this change to planning around the median, I'm not 
dealing with the other aspects of the DSP Update, just 
this different level of planning target, if you like. 

And if I understand you correctly, 2.2.3 
which says: 

Demand options will be implemented and 
supply options will be committed in time 
to meet the median load growth 
economically and reliably. 

Is still your strategy and the DSP Update 
is still consistent with it? 

A. Yes. 

Q. And 2.2.4, where it says you will 
prepare on the basis of upper load, that's now more 


like the median, it's not quite clear but it's more 


like the median? 


A. I think that the point about 2.2.4 it 
says: 
Preparations for demand and supply 
options will be taken in time to meet 


the upper load. projection. 
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It doesn't say what those preparations 
should entail and it doesn't say that it should only be 
supply options, it also talks about demand options. 

Q. No, of course. 

A. And as you will have heard, we have 
in our projections of demand management and non-utility 
generation and hydraulic, which are preferred over 
major supply options, we have the potential to create 
more than we need for the median load growth, and our 
strategy for surplus management is to put off making 
the decisions on how to cut back until we start to see 
whether the surplus develops. 

Now, obviously you can't put those 
decisions off forever, things come to decision points 
and you have to make up your mind on that particular 
one now. 

Q. Yes. 

A. And, for instance, that has been done 
on certain non-utility generation projects, but in the 
case of the demand management program, for iNeeatded 
that is going full steam ahead for the 5,200 megawatt 
target if we can achieve it. 

We are still seeking approvals for the 
hydraulic and we still look to the flexibility of 


non-utility generators to provide additional power, if 
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required. 

Q. Two things. First that 5,200 is now 
4,800; right? 

A. No. I believe it's been explored 
through this panel that our target is 5,200, the 
estimate that we have used in preparing the plans is 
about 4,800. 

Q. All right. I am just confused. It's 
okay. You talk about the flexibility that you get from 
NUGs - and it's not on this, it's just something that's 
been bugging me throughout this - you have basically, 
correct me if I'm wrong, you have basically two types 
of NUGs; don't you, you have the NUGs that their 
primary value is short lead time and, therefore, 
flexibility and they have some environmental benefits 
but they are primarily short lead time options; and 
then you have a second category which is like small 
hydro and wind and things like that, which may have 
some aspects of short lead time but their primary value 
is environmental characteristics. 

Is that a fair assessment? 

[10:40 a.m.] 

A. We have some with those sorts of 

Characteristics. I think those are two extremes, I 


think there were intermediate stages in that. 


Farr & Associates Reporting, Inc. 


24 


25 


Shalaby,Snelson,Tennyson, 27618 
Long,Dalziel,Howes 
cr ex (SHepherd) 


Q. Of course. 

A. And we have defined what we consider 
to be preferred non-utility generators and what we 
consider to be major supply non-utility generators. 

Q. But, for example, landfill gas, 
that's not a short lead time flexibility-oriented 
option, is it? It's an environmental option; is that 
right? 

A. It's option which has certain 
beneficial resource use characteristics and it may also 
have some environmental benefits. 

Q. And when you talk about the 
flexibility side, flexibility being critical to your 
planning, for the most part you are talking about 
combined-cycle gas facilities, right? For the most 
part, not all. 

A. Yes, to a large degree. 

Q. Okay. And that is the major supply 
NUGs category, if you like? 

A. Yes, combined-cycle facilities and 
combined-cycle facilities with small amounts of 
cogeneration. 

Q. Yes, of course. 

And in fact, I guess those two different 


types of NUGs, I understand you are not agreeing that 
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they are two distinct categories, that there is a 
continuum. But you use them differently in planning, 
don't you? 

Major supply NUGs and that sort of 
flexibility-oriented option has a different role in 
planning than small Hydro and wind and landfill gas and 
those sorts ever things, correct? 

A. Yes. 

Q. And could you describe those two 
roles? 

A. I think you have just described them 
to some degree. The major supply non-utility 
generators are considered to be alternatives to Ontario 
Hydro major supply. They are alternatives where we 
recognize that they would use natural gas as a fuel, 
which has certain resource use implications at 
relatively high efficiency and with a relatively short 
lead time and relatively little environmental 
emissions. 

So those are the types of characteristics 
we see for the major supply non-utility generators. 

The preferred non-utility generators form quite a 
spectrum of renewable energy resource uses which we see 
as preferable over the long run. Use of waste fuels, 


use of fuel at higher efficiency than you could get 
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from an electricity-only generating plant. And these 
are the sorts of benefits that in some cases one has to 
take them at times when the opportunity is available. 
They, in some ways, have less flexibility than the 
major supply NUGs. 

Q. I am going to come back to that. But 
I guess what I was really after there is the different 
way in which you, as a planner, deal with those two 
types of NUGs. Would it be correct to say, for 
example, that the essence of the decision on whether 
you acquire major supply NUGs is first, do we need the 
Capacity and energy and second, should we do it or 
should they do it, which is cheaper or which is more 
efficient or whatever? Is that the essence of the 
decision? 

A. To buy major supply NUGs you would 
have to answer "yes" to both those questions, that we 
would need it and that it would be better for somebody 
else to do it than for us to do it. 

Q. Okay. In the case of the preferred 
NUGs, the planner's decision is quite different, isn't 
it? And again, correct me if I'm wrong, that the first 
step in your decision is do we wish to achieve the 
environmental goal or the other goal, whatever it is, 


perhaps regional development, social benefits, et 
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cetera. 

And then the second question is not 
whether Hydro should do it or the private sector 
because typically Hydro can't do it anyway, but rather 
how do we best procure is this? Is that a fair 
characterization? 

A. No, I don't think it's quite that 
simple. 

Q. Well, no, I realize I'm 
oversimplifying but I'm just trying to get the essence 
of it. Maybe you could describe it if my description 
is poor. 

A. Well, I would just modify your 
description that the primary question is still whether 
one needs the electricity. That's the primary purpose 
of these facilities. And in deciding on how to meet 
the need for electricity then one takes into account 
environmental and social considerations and that may 
very well lead to the selection of these types of 
options. 

Q. So, you would then: not acquire 
preferred NUGs for the purpose of getting the 
environmental benefits, in the sense that first you to 
identify the need for capacity and energy and nothing 


happens until then, right? 
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A. Their primary purpose is to produce 
electricity and they, in many cases are environmentally 
preferred ways of producing electricity. And because 
of the nature of the resources and the nature of the 
way in which they would be developed, then you tend to 
have to do that on a schedule that is in some degrees 
a compromise between the needs of the electricity 
system and the needs of the developer for whatever 
other purpose that plant is serving. 

Q. So to the extent that it is not need 
driven, that is an aberration, in effect, in the basic 
structure of the planning decision, need first, fill 
it ;scorrect? 

A. To a large degree. 

Q. All right. The next page deals with 
resource preferences, and I just have a couple of brief 
questions there. Electricity efficiency which you are 
talking about here, that doesn't include things like 
small load displacement cogeneration which is energy 
efficiency but not electricity efficiency, right? 

A. Are we on page 17? 

On Yes. 

A. The word that is used, electricity 
use efficiency. 


Q. So that's EEI, as opposed to other 
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things that may accomplish the same result but are not 
quite the same thing. 

A. It is improvements in the efficiency 
of use of electricity and it doesn't include switches 
from electricity generated by Ontario Hydro to 
electricity generated by somebody else. 

Q. So, if you have, and this is not I 
guess uncommon, you can correct me if I'm wrong. If 
you have a hospital that develops - just use a hospital 
as an example - a comprehensive energy management plan 
and they are going to put in new light bulbs and motors 
and special timers and all the things that you can do, 
and there's quite a number of them in a hospital. And 
one of the things they are going to do is replace their 
old, inefficient gas boiler with one of the 
high-efficiency small load displacement cogen 
facilities with a chiller. And this is quite 
commonplace isn't it, this is the sort of package that 
the hospitals are looking at right now? 

MR. SHALABY: A. I don't know that for 
sure. 

Q. All right. Well, will you accept 
that it is, subject to check? 

MR. SNELSON: A. We can accept that 


there are cases where energy management plans involve 
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both energy efficiency use and possibly some 
cogeneration 

Q. Now, the way your strategy is set up 
right now, all of the other stuff except for the 
cogeneration chiller package, all that other stuff is — 
your highest resource preference, electricity use 
efficiency, typically. But the cogen chiller package 
is based on a scarce fuel that is not indigenous to 
Ontario so it is quite lower down on the list, right? 

A. With regard to the primary energy 
source, yes. 

Q. And, in fact, the difference is so 
great that you don't even allow the same department to 
deal with both of them, right? 

A. That is not the reason for it being 
dealt with by different departments. 

O.enButbsitweds apfact< 

A. We administratively deal with our 
demand management program through our energy management 
branch and our regions branches. And the non-utility 
generation program is handled by our non-utility 
generation division. 

Q. Of course. Seems sensible. Now, of 
course one of the reasons why is because that small 


load displacement cogen facility is still considered 
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quite preferred by Ontario Hydro, right? 

A. If it is high efficiency, yes. 

Q. And the reason is this last line in 
2.4.1, “processes which convert fuel into electricity 
at high efficiency will be favoured"; correct? 

A. Yes. 

Q. Now, the whole of 2.4.1 is an express 
prioritization of sources, right? , 

A. It prioritizes primary energy sources 
by their nature of the primary energy source and by its 
Origin. And it also has preference associated with the 
efficiency of conversion. 

Q. That is what I'm going to get to. 

But first, the two lists, they are express 
prioritizations, No. 1, No. 2, No. 3, in this order, 
correct? | 

A. Yes, there are two lists of three 
items. 

Q. Okay. Now, presumably this high 
efficiency exception changes the order somewhat, has 


some influence on the order? 


A. Yes. 
Q. How? 
A. It's in a different dimension and so 


I don't think that one can necessarily define exactly 
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to what degree it changes that. But I think you can 
get an example of how we have applied in that the 10 
per cent preference premium, which is given to the 
highest priority type of energy resources - that's the 
energy use efficiency, renewable energy in waste 

fuels - and it also requires it to be the highest 
priority with regard to source and that it be Ontario 
indigenous energy resources or electricity efficiency. 
That priority premium is also given to cogeneration 
that meets the heat rate requirement on efficiency even 
though it's a scarce fuel coming from outside of 
Ontario. 

Q Hmm. Okay. Before I leave this 
section I just want to ask one question of 
Clarification about 2.4.2. This may be just obvious, I 
just want to make sure I understand it correctly. 

When you talk about diversity there, you 
mean the overall diversity of the system that ends up 
being in place after you add an option,right, you don't 
mean the diversity of the options you are adding. 

Ave Thecould apply sto "boths cClearly, 
there is value to having a diverse set of options in 
the system and that provides flexibility and resilience 
against changes in the cost or performance of any one 


element of the system. 
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There is also value to having diversity 
in the mix of options that one is seeking, in that if 
during the process of seeking new options there is 
something that makes one of those look less attractive 
then one is less sensitive to them. 

Q. I guess I wasn't asking about whether 
it's good to have a diverse menu. This is talking 
about how you make choices. And when you choose a 
package of new options, you say these are the ones that 
we are going to add in the next 10 years, it doesn't 
matter how diverse the ones you add are, does it? It 
only matters how diverse the system is at the end of 
the day, right? 

A. My judgment is that diversity matters 
in both respects. 

Q. All right. Let me turn to demand 
management. I don't have a lot on demand management 
because my friends will be dealing with most of the 
demand management areas. But I do have a couple of 
things. 

First@anes a,mthrs isayour basic 
electrical efficiency principle. And you say: 

Demand reducing options through 
increased electrical efficiency will be 


aggressively pursued... his is what I was 
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to emphasize: 

-.--to the full extent they are economic 

compared to the available supply options 

in the relevant planning period. 
And I know what you have said in these hearings about 
the priority of demand management, et cetera. But just 
reading that at first blush, it seems to say, if 
electrical efficiency is cheaper than or the same cost 
as nuclear, for example, then you will do it. But if 
it is more expensive, you won't. 

Is that what the principle says? 

MR. SHALABY: A. Maybe I will butt in 
here a bit. 

[10:57 a.m. ] 

The way you are characterizing it, 
perhaps even the way it's written here, doesn't capture 
the full nature of demand management and I think 
perhaps that can shed a light on this thing of priority 
and what is more important than others. 

Demand management is something that is 
closely linked to customer service, it is closely 
linked to dealing with our customers and looking after 
their energy needs; it isn't something that is totally 
optional, that a company does or doesn't look after its 


customers, in the same way that maintaining the 


Farr & Associates Reporting, Inc. 


Shalaby,Snelson,Tennyson, 27629 
Long, Dalziel,Howes 
cr ex (SHepherd) 


existing system is not totally optional either, you 
have got to maintain the existing system. 

So I think the nature of demand 
management is now being recognized in the company and 
elsewhere that it's not just something you add or not 
add, or something that is lower in cost or not lower in 
cost, it's very closely linked to customer service, 
it's very closely linked to being a service 
corporation. 

So it is not entirely a question of: Is 
this cheaper than nuclear, we do it; if isn't cheaper 
than nuclear, we don't do it; there are other aspects 
to demand management that are related to customer 
service. 

Q. Of course in the 60s you were a 
service corporation too; correct? 

A. I would like to think we have always 
been a service corporation. 

Q. But demand management had a different 
meaning then, didn't it, it meant increasing demand; 
right? 

Ay AgAt the time there were times in 
Hydro's history where demand management meant 
increasing demand, yes. 


Q. And that was also to serve your 
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customers better; right? 

A. That was the perception at the time, 
yes. 

Q. Okay. 

A. I'm just trying to add another 
perspective on this strict prioritizing of things as 
one, two or three. You will this first and only when 
you finish you go to this, and then when you finish you 
go to that, perhaps is oversimplification. 

Q. So this strategy element then, what I 
hear you saying - and maybe I'm just misunderstanding - 
what I hear you saying is, we shouldn't take this as 
gospel here, that it still has to be dealt with in the 
context of the broader issues of what demand management 
is, and it may not mean what it actually looks like 
it's saying? 

A. I like the idea of it's got to be 
taken in context of the broader issue, yes. It's a 
long strategy document, to pick one line in it, one 
line doesn't give the full stort. 

Q. Okay. 

A. The entire document gives the full 
story. And the same with the issue of environment 
versus life extension versus demand management. Demand 


management has an environmental side to it, life 
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extension has an environmental side to it and has an 
efficiency side to it. 

So I'm just saying things are 
interrelated and not clean cut, this is only life 
extension, this is only efficiency improvement, this is 
only environmental activity. Many things a company 
does touches on all of these angles sometimes. 

Q. If this Board were to conclude at the 
end of the day -- you have got a strategy item that 
says if it's cheaper or no more expensive we will do 
it, otherwise we won't - which appears to be what this 
says - is inappropriate, let's say this Board concludes 
that, that that would be inappropriate as it's worded. 
I hear what you are saying to be that they don't need 
to worry about that because you will apply that 
strategy element using reasonable judgment to apply it 
according to the broader sense of what you are doing, 
you will serve your customers well regardless of what 
that says. Is that fair? 

A. Not regardless of what that says, in 
the spirit of what that says to the extent we can, yes. 

All I'm indicating here is that strict 
listing of things, one, two, three, strict 
interpretation of every word to every situation, these 


principles apply generally, apply most of the time, but 
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life is more complex than a list of things and more 
complex than a strict algorithm of, you will do this 
and only when you are finished you will check again and 
you will do that and so on. It's not a strict 
algorithm like that. 

Q. Okay. On the next page in 3.5.2 one 
of your strategy elements is: 

Priority should be given to 
influencing the new market rather than 
the retrofit. 

And, Mr. Snelson, you talked about -- 
well, no, let me first come back to the basic point. 

Is it true that one of the implications 
of this principle is that during a period of high 
capital investments by business, by industry such as 
during an economic recovery, you should be implementing 
special programs to capture that special opportunity 
when people are buying new equipment. Is that fair? 

A. That's fair, and Panel 4, I think, 
indicated that. 

Q. Okay. And Ontario Hydro is currently 
predicting a significant economic recovery in '92 and 
‘93; right? 

A. Recovery, whether it's significant or 


not I'm not exactly familiar, or I don't know what is 
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significant, is 2 per cent significant or 3 
Significant. A recovery. Most economists tell us it's 
going to be a slow recovery. I don't know what the 
latest Ontario Hydro projections are exactly. 

Q. Dr. Long, ‘isn't itucorrect ‘that: your 
current projections are for what Hydro terms a strong 
economic recovery? 

DR. LONG: A. Like Mr. Shalaby, I'm not 
intimately familiar with the very latest projections 
but, yes, I believe we are projecting a recovery. 

Q. So I assume - and obviously we can't 
rely on Panel 4 for this because Panel 4 wasn't faced 
with this economic recovery in '93, was it - I assume 
that Hydro has developed some sort of special program 
or set of programs to capture the special opportunities 
that arise during an economic recovery in terms of 
demand management; is that correct? 

MR. SHALABY: A. Many of the programs 
that are in place today are capable of capturing that 
potential. I'm not aware that there are special 
recovery programs, that I'm not aware of. 

Q. The same is true, I take it, Mr. 
Snelson, from your earlier comments with respect to 
many types of non-utility generation, there are certain 


times when you have the opportunity and you have got to 


Farr & Associates Reporting, Inc. 


24 


25 


Shalaby,Snelson,Tennyson, 27634 
Long,Dalziel,Howes 
cr ex (SHepherd) 


get them then; right? 

MR. SNELSON: A. In some cases, yes. 

Q. So, for example, the best time to get 
a company to buy an efficient machine is when they are 
going to buy a machine anyway; right? 

A. Yes. 

Q. And if that machine is a boiler then 
when their old boiler is worn out or when they have 
decided to replace it, that is the very best time to 
get them to switch to cogen; right? 

A. Certainly theoretically, that is so. 

Q. But in the same way as your demand 
management programs don't contain any special action 
plan for an economic recovery, I understand that they 
will capture it anyway, but they don't aoe a special 
action plan. Your NUGs policies don't attempt to 
capture the economic recovery next year either; do 
they? 

A. I don't know of any additional NUG 
policies that would do that. The people in the NUG 
division are more familiar only with the specific 
programs that are there. 

Q. Well, in fact -- I mean, we know I 
think from your evidence, that your NUG people are 


saying no to new projects; right? 
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A. At this point in time, subject to 
certain limitations, there are certain projects that 
they are saying yes to, but there are some projects 
that they are saying no to. 

Q. So if Dofasco or Stelco or Inco or 
somebody like that comes to you and says: listen, we 
are in the middle of a recovery, we are going to go out 
and replace these boilers, we would like to move to 
cogen but we can't use all the electricity, can we sell 
some of it to you? You would say: No thank you, buy 
gas boilers; right? 

A. At the moment we are not accepting 
new proposals for cogeneration facilities over 5 
megawatts is my belief. 

Q. And if they said: Well, that's okay, 
you don't have to buy it, Ontario Hydro, we will sell 
it to the municipal utility in whose district we are, 
you would say to the municipal utility, we won't allow 
you to do that; correct? 

A. I believe that policy is under 
review. 

Q. Now, if they have to replace the 
boiler, once they replace it, that opportunity is lost 
for 20 or 30 years; correct? 


A. It may be. I'm not sure of whether 
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in fact it's possible to make provisions for the future 
addition of the non-utility generation. 

Q. And, Mr. Shalaby, coming back to 
demand management, which we are supposed to be talking 
about right now, one of the aspects of your demand 
management program is fuel switching; right? 

MR. SHALABY: A. Yes. 

Q. And if we are in a recovery this 
winter, then wouldn't that be a really good time to 
move on fuel switching when people are replacing their 
heating systems, et cetera? 

A. I don't see the link between people 
replacing their heating systems and the recovery. 

Q. Isn't one of the characteristics of 
an economic recovery an increase in capital investment? 
A. I will accept that, yes. 

Q. Okay. Where the economy has more 
capital investment, isn't it the evidence we heard from 
Panel 4 that that's the best time to implement a 
program that requires capital investment? 

A. I'll accept that. It's better than a 
dead recession, yes. 

QO. LsOkay? #But™ineEactii you originally 
planned to implement fuel switching for this heating 


system and now have moved it back to next year; isn't 
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that right? 

A. I'm not familiar with the exact 
details of implementing fuel switching. I guess we 
discussed that earlier with other intervenors that the 
enabling legislation isn't passed yet. Bill 118 to my 
knowledge at that time wasn't already passed, and I 
don't know whether we have programs ready to go the day 
it passes or only after it passes we get geared up. I 
don't know. 

Q. All right. Now, the same thing about 
not losing an opportunity - I will come back to demand 
management - the same thing about not losing an 
opportunity. 

Perhaps, Mr. Snelson, I think this was 
you. Turn to Volume 149 of the transcript at page 
26427, and there you are talking about the Manitoba 
purchase. 

One of the reasons you are giving why it 
was wise to proceed with it was these sorts of 
Opportunities don't come along very often. That's one 
of your key justifications for the Manitoba purchase; 
right, you have to do it when it's available? 

A. It's one of the factors with respect 
to the Manitoba purchase, yes. 


Q. Okay. Now, that would be analogous 
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to demand management or NUG opportunities; correct? 

A. It is a question here, is there an 
opportunity for a purchase, yes. 

Q. You will agree; will you not, that 
the Manitoba purchase exacerbates your surplus for a 
period of years? 

A. The years when the Manitoba purchase 
starts are years when we forecast to have some surplus. 

Q. I£ you were to get 2,000 megawatts of 
demand management next year because you implement some 
sort of program to seize the moment, that would have 
the effect of aggravating -- 

THE CHAIRMAN: How many did you say. 
2,000 did you say? 

MR. SHEPHERD: 2,000. 

Q. That would aggravate your surplus; 
right? 

MR. SNELSON: A. 2,000 megawatts of 
demand management? 

Q. Yes, electrical efficiency. 

A. If there was nothing else, no other 
change and it's kind of a rather wild hypothesis, but 
yes, I presume it would add to surplus if it wasn't 
just an advancement of 2,000 megawatts we were relying 


upon. 
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Q. Well, the hypothesis is you are 
seizing the moment of an economic recovery; right, 
taking the opportunity that's there? 

A. Well, it's your hypothesis and under 
that hypothetical situation then, a large part of it 
could very well be surplus. 

Q. But then if that was available and 
you didn't take it, is it correct that later when you 
want it you are (a) likely to get less; and, (b) likely 
to have to pay more for it; isn't that true? 

A. Are we talking about the 
opportunities for demand management in new construction 
and new equipment-- 

Q. Yes. 

A. --that is being addressed in strategy 
element 3.5.2? 

Q. Yes. 

A. I think perhaps Mr. Shalaby would be 
better to deal with that question. 

MR. SHALABY: A. In general, yes. 

Q. Okay. Now, I'm referring to both 
demand management and non-utility generation - because 
presumably the same thing applies with respect to 
cogeneration; right, if you don't take the opportunity, 


later it's going to be less and more expensive; 
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correct? 

A. I think Mr. Snelson indicated that 
there are ways of making provisions. Suppose a paper 
company is replacing its boilers as you were saying, 
they don't need to make an either/or decision, they can 
replace it without cogeneration with provisions for 
future cogeneration that reduces sort of the penalty of 
not taking cogeneration right away. 

My memory from that business is that you 
just provide for a high pressure boiler, which isn't 
Significantly more expensive than a regular boiler, and 
you provide space for generating equipment and sizing 
of certain pipes and so on. 

So there is a way of making the decision 
not irreversible or making it possible at a future date 
to put cogeneration without significant disruption in 
the future. 

Q. It still costs more money though; 
right? 

A. Possibly. But in my indication, it's 


not analogous, for example, to a house. If you don't 


insulate it right while it's being built it's a major, 


major job to rip it all open and put major insulation. 
It's not of the same nature. 


So there are lost opportunities that are 
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really painful to regain, and there are lost 
opportunities that are possible to regain without very 
much extra cost or extra pain. 

And, again, to talk about all of NUGs and 
all of demand management with the same brush is 
probably over simplification, but generally you would 
incur more costs and capture less, but there are 
opportunities that are possible to capture without too 
much extra cost. 

Q. Well, let's go back to our hospital 
with the cogen chiller combination. Now, if for 
whatever reason they can't do that now, let's say your 
charge for back-up power is too high, I know this is a 
hypothetical, let's just say, or for whatever reason 
they don't think that Hydro wants them to do it right 
now, can they choose the more conventional approach but 
set it up so that at very little extra cost they have 
the preferred package available to them later. 

They can't; can they? 

A. I don't know the details of that 
particular technology and the barriers to implementing 
it later. I am not familiar with that particular 
Situation. 

Q. Okay. In 3.6.1 you talk about giving 


a high priority to demand management R&D. Does it say 
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somewhere in this document that nuclear research should 
also be given a high priority? 

MR. SNELSON: A. I don't believe it 
does. 

Q. You are spending a great deal more on 
new career research than demand management research? 

A. We certainly spend a lot of money on 
research projects that are to do with the continuing 
operation of the nuclear system, yes. 

Q. I thought I heard somebody say, and 
maybe I'm just not remembering properly, that nuclear 
R&D is some 10 or 20 times that of demand management 
R&D. Is that about right? 

A. It's larger. The order of magnitude 
of 10 isn't out of the possibility. 

Os /Okay.>eSovyour*high: priority on 
demand management research. Truth is, Mr. Snelson, 
isn't it that that is in your strategy principles 
because that's what you had to say, but that's not what 
you are really doing. Isn't that right? 
[11:16 a.m. ] 

A. No. 

Q. Well, is spending some small fraction 
of your R&D budget on demand management research, is 


that what you consider a high priority? 
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A. Well, this element refers to 
technical research and market development. 

QO.9 All right.terSo.rh you spend a iot of 
money on market development, then you don't have to do 
any R&D, or very little R&D, is that what you are 
saying? 

A. No. We do have a whole division of 
the corporation in the energy management branch which 
is in the main in the business of market development 
and other such activities associated with developing 
demand management programs. 


Q. Okay. It doesn't do any R&D, does 


A. There is some R&D in addition which 
is done through our research division. But this is 
referring to the overall effort in that area. It's 
not necessarily just what is done at the research 
division on developing efficient light bulbs. 

MR. SHALABY: A. I take you to page 22 
of this same document, item 5.5.4, as an example. 
It's not exhaustive. But in there you will find 
something that reads, 

Programs would be implemented to 
assure the save economic service lives of 


existing nuclear stations. 
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Q. Okay. We are actually going to come 
back to -- 

A. That covers the expenditures to 
assure the safe and economic performance of existing 
stations. 

Q. Okay. 

A. Thank you. 

DR. CONNELL: Perhaps I could just 
intervene. It seems to me that in we are trying to 
assess the commitment to 3.6, it might be more 
meaningful to look at the growth rate rather than the 
present level. I can't recall whether we have any 
evidence as to the rate of growth oe R&D in relation to 
demand management. Does any panelist recall? 

MR. SHALABY: I could undertake to look 
through the interrogatory responses to see if there's 
anything to that regard. Nothing comes to mind 
immediately. 

DR. CONNELL: That might be helpful. 
Thank you. 

MR. SHALABY: We also indicated in Panel 
4, Dr. Connell, that the concept of leverage is very 
much a strategy in demand management. Much of the 
demand management research occurs, for example, at 


Phillips or at General Electric or at companies that 
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manufacture the products. We are in partnership with 

very many other R&D companies. So just looking at our 
own research and development budget perhaps is not the 
sole indicator of the commitment to demand management 

research and product development. 

MR. SNELSON: The sort of program that is 
going on at Espanola where we are essentially working 
with a community as part of either research or market 
development, somewhere in that area of what can be 
achieved with demand management. We have gone into 
that community, and having a very large scale effort 
with that community to see what can be achieved. And 
it is in that spirit, I think, that is consistent with 
that strategy. 

MR. SHEPHERD: Q. Mr. Shalaby, just to 
follow up with your comment about partnerships with 
industry, you don't do that in nuclear, do you; not to 
the same degree, anyway. 

MR. SHALABY: A. We do it to some 
extent, as well, yes. 

Q. To the same degree or anywhere close? 

A. The number of firms engaged in work 
on the nuclear CANDU plants, and specifically on 
Ontario is smaller than the number of firms 


manufacturing air conditioning, lighting commitment, 
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-motors throughout a larger spectrum of services. 


Q. Of course, the biggest firm involved 
is AECL, and you provide most of their R&D money 
anyway, isn't that right? 

A. I presume Panel 9 went into detail of 
that. I can't add much more to what went on there. 

Q. Okay. Just before I leave this, 
could you turn to page 42, please, of this same 
document. We are talking about research and market 
demonstration. If you see in the third paragraph, the 
one that starts "The technical research," this is the 
rationale behind the strategy elements; correct? 

A. Yes. | 

Q. Okay. And it says: 

The technical research and market 
demonstration programs must as a minimum 
be designed to support the program 
required to meet the most likely load 
growth. 

And you are doing that, right? 

A. I believe so. 

Q. Okay. It also says at the end of 
that paragraph: 

It would be prudent to perform 


additional technical research and market 
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demonstrations so that additional 

possibly higher cost demand management 

programs are available to respond to 
higher load growth. 

Now, it's true that you are not doing 
that, are you? 

A. I think Panel 4 indicated that we 
have a large number of programs under way but we also 
have a large number of concepts being screened and at 
times puts on one side until their time is more 
appropriate to implement them. 

So there is a large battery of demand 
management programs that have been assessed and judged 
not to be appropriate to proceed with right away. They 
may need research. They may need product development. 
They may need more market information. And they are 
put on a different stream, if you like, to be readied 
for a future date. So I think we are doing both of 
those. 

Q. Isn't it true that right now chad are 
actually not put ina different stream, they are put on 
the shelf. 

A. No, I don't agree to that. 

Q. No, it is not true? 


A. No. There are others that are put on 
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the shelf, sure. But there are many others that are 
being worked on to make them market ready in a future 
date. 

Q. Okay. If you turn to the next page, 
you have a heading there 3.10. 

THE CHAIRMAN: "Next page" being? 

MR. SHEPHERD: Page 19, sorry. I am back 
to the main agenda here. 

THE CHAIRMAN: Thank you. 

MR. SHEPHERD: Page 19. The heading is 
3.10, Rate Induced Demand Management, which I managed 
to get confused yesterday. 

Q. Should I take it from the principles 
here that Ontario Hydro is opposed to increasing rates 
in order to reduce demand or make electrical efficiency 
measures more cost effective to consumers? Is that a 
correct conclusion from these principles? 

MR. SHALABY: A. Yes. 

Q. Would that be true even if that 
option were demonstrably, let's just hypothesize just 
for a second, demonstrably the best for the environment 
and would ultimately benefit your ratepayers overall? 

A. Again, not getting too ciate to the 
Power Corporation Act, I think within the constraints 


that Hydro operates within, I think we need more policy 
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direction to go in that. -I don't think we are 
empowered to do that, just raise rates to control 
demand. I don't think it's something we can do on our 
own. 

Q. Okay. Well, let's turn to page 44, 
which is the rationale behind that. And you will see 
about would two thirds of the way down a paragraph that 
starts out "Major rate structure." Do you see that on 
page 44? And it says, the first sentence there says: 

Major rate structure changes are also 
seen to require consensus among Hydro, 
various customer groups, the Ontario 

Energy Board, and the Provincial 

government. 

Is it fair to conclude from that, for 
example, that you could not implement major rate 
structure changes to promote demand management if, for 
example, AMPCO and its members were opposed; is that 
fair? 

DR. LONG: A. I think it's something 
that would definitely have to be discussed at the OEB 
hearing. There are always a variety of views. So the 
last set of structural changes that were introduced 
over the last few years would see some consensus from 


Our two major customer groups. 
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Q. Which are MEA and AMPCO. 

A. That is correct. 

Q.- Ontario Hydro currently believes the 
time of use rates are a very important aspect of 
managing demand, correct? 

A. That's one element of our demand 
Management program, yes. 

Q. And you wanted to introduce that 
quite a number of years ago and got opposition from MEA 
and AMPCO, correct? 

A. I am not familiar with all the 
details, but there were some implementation details 
that there had to be worked out, yes. 

Q. Isn't it true that Ontario Hydro, in 
fact, entered into a formal agreement with those two 
Organizations to defer time of use rates, even though 
believing them to be in the best interest of the 
ratepayers, for five years pending an agreement with 
those customer groups; isn't that correct? 

A. If it is correct, I am not familiar 
withuit. 

Q. Is anybody on the panel aware of that 
agreement? | 

MR. SNELSON: A. I am not. 


Q. Okay. You have said somewhere in 
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here-that demand management incentive levels have to be 
acceptable to the customers in general. That is one of 
your principles, isn't it? 

MR. SHALABY: A. It is. 

Q. Yes. Here it is, 3.11.3. So I guess 
in keeping with this sort of general theme, it's true 
that if you get a strong objection from a significant 
category of customers to a proposed incentive program, 
let's say you want to spend a lot of money on electric 
motors and AMPCO says, no, no, no, we are not going to 
benefit enough from that, no, electric motor is a bad 
example, compact fluorescents and AMPCO says or MEA 
says, this is crazy, we don't want it, then that would 
be a serious barrier to you implementing such a 
program; is that correct? I am not saying that it 
would prevent you entirely, but it would certainly be a 
serious barrier. 

A. I think if there is a general feeling 
amongst our customers that the incentive levels are too 
high, then programs would have to take that into 
consideration either by adjusting them or -- 

Q. That's not the question. The 
question is whether a particular customer class or 
segment of your customers opposes the program, 


notwithstanding that you believe it's in the best 


Farr & Associates Reporting, Inc. 


24 


25 


Shalaby,Snelson,Tennyson, 27652 


Long ,Dalziel,Howes 
cr ex (SHepherd) 


interest of your customers. I take this to mean that 
you might do it but you probably wouldn't. 

A. I think we witnessed here in this 
hearing these groups objecting to certain demand 
Management spending in different sectors and. It 
obviously has not stopped us from implementing programs 
in the various sectors. So I think one opinion from 
one group about one program is not sufficient to put 
the demand management initiatives on hold, no. 

THE CHAIRMAN: There's extensive evidence 
in Panel 4 about the inequity situation in demand 
Management and how Hydro tried to resolve that. I 
think we went into it in quite a bit of detail. And 
the general proposition is that they try and broad base 
it as much as possible so that they reduce the inequity 
but it can never be completely pitti nated: 

MR. SHEPHERD: Mr. Chairman, this might 
be an appropriate time for a break. 

THE REGISTRAR: Please come to order. 

The hearing will recess for 15 minutes. 
---Luncheon recess at 11:28 a.m. 
---On resuming at 11:50 a.m. 

THE REGISTRAR: Please come to order. 

This hearing is again in session. Be seated, please. 


MR. SHALABY: If I may respond to Dr. 
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Connell's- undertaking. There is an Interrogatory No. 
11.7.5 that indicates research and development effort 
in various business area like nuclear, pulverized coal, 
hydroelectric, IGCC, wind, photovoltaic and other new 
technologies, as well as utilization which is most of 
the demand management options, and it indicates the R&D 
costs starting in 1983 and giving them for every year 
projecting all the way to 1996. 

And, as an example, for the demand 
management area the expenditures in 1983 were $2 
million and they are projected to be $63 million in 
1996. 

THE CHAIRMAN: And that's 11.7.5. It 
should get a number. 

THE REGISTRAR: That will be 683.20. 

THE CHAIRMAN: Thank you. 

---EXHIBIT NO. 683.20: Interrogatory No. 11.7.5. 

DR. CONNELL: Thank you. 

THE CHAIRMAN: Mr. Shepherd. 

MR. SHEPHERD: Thank you, Mr. Chairman. 

QO. «-Tathinksthiss#isiprobably“for-you, Dr. 
Long. If you look at page 44 of Exhibit 74, please. 

MR. LONG: A. Yes, I have that. 

Q. In the second last paragraph it says: 


One of the important principles..., 
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this is to do with rates: 

One of the important principles is 
that fairness is achieved by allocating 
costs to customers on the basis of cost 
causality. 

And I understand that there's some 
description there. Perhaps you could give us a brief 
description of what cost causality is? 

A. Well, as it indicates there, it's 
something that's related to the principle of fairness. 
If a customer group results in the corporation 
incurring certain costs, then according to the 
principle their rates should reflect those costs. 

Q. And that applies to demand management 
expenditures? 

A. Being able to track cost causality 
for individual customers Or individual groups of 
customers, is not something that we apply to all cost 
categories because many cost categories are for the 
benefit of all customers, and the best example of that 
is generation, and demand management expenditures fall 
into that same category. 

Q. So the principle of cost causality 
then is not applied to demand management; is that 


correct? 
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A. I-think--demand management benefits 
and costs are within the limits of the fairness as 
recently described by the chairman. Those costs and 
benefits are available for all customers, all customer 
groups and, therefore, they are treated as what's 
called within Hydro a common cost. 

Q. Could you turn to page 47 then, 
please, and here you are talking about the nature of 
energy saving options, and particularly you are talking 
about whether the utility should be prepared to pay the 
full cost of the energy saving option, just as it would 
have paid the full cost of the energy production 
option. 

And the first reason you give why that is 
inappropriate is: 

Energy savings and energy 

production options are different from a 

financial point of view. 

And you go on to explain that, where you 
say at the end of that bullet: 

Full grants can result in higher 
electricity prices. 

This sounds - and I understand that this 
applies only to full grants - but this sounds like 


something akin to sort of a no loser's test. Am I 
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“misunderstanding that, you are saying you can't do it 


because it increases prices? 

‘MR. SHALABY: A. I think the two bullets 
after that support that by saying, it's not even 
necessary in most cases. 

Q. Understood. 

A. That's another strong argument for -- 
we are unlikely to be faced with a requirement to pay 
the full shot on all options. There are options where 
we do pay the full shot, but we expect that most of the 
programs would require quite a bit less than the full 
cost. That's an added reason and a strong one. 

Q. Well, sorry, is the fact that full 
grants can result in higher electricity prices, is that 
a reason not to do it, or not? 

A. No. 

Q. It isn't a reason. It says: 

There are a number of reasons why 

full grants should not be made. 

And the first one I list is full grants 
can result in higher electricity prices. That's one of 
the reasons why you don't do it; right? 

A. If it is not needed you don't do it 
because it results in higher electricity prices. If 


you can do the same program with comparable 
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effectiveness without paying the full cost, then that 
is preferable to paying the full cost. 

Q. No. But, Mr. Shalaby, if you don't 
need to pay the full cost you are not going to anyway 
and it doesn't matter whether it increases prices; 
right? 

A. Well, Panel 4 indicated that we found 
that in some programs we had to pay the full cost. So, 
again, because of the diversity of the programs and 
because there are very large number of market segments 
and products, I think the example mentioned was the 
water heater blankets, for example, or the shower 
exchange in the commercial market, we paid the full 
line. That was the most effective way seen to deliver 
that program. 

Q. What I get from what you are saying - 
and tell me whether I'm just misunderstanding - what I 
get from what you are saying is, that within the total 
customer cost test you pay whatever is necessary to 
accomplish the result, and the fact that it impacts on 
electricity prices is not a eaigane consideration; 
fair? 

A. It is relevant but not a deterrent 
from implementing demand management, vedeHate reason. We 


Say it has to be acceptable. This is where incentives 
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have to be acceptable to all customers in general. It 
comes in a way through the impact on their electricity 
rates. 

If customers find that their electricity 
rates are going far too high because of incentives, 
they may voice their concern about that. 

[22 -55ea.me] 

Q. So you have to make sort of a 
judgment call in any given, with respect to any given 
program as to whether its rate impact is important 
enough to stop you, or not, right? 

A. Yes. 

Q. And that judgment call is based on 
your perception of customer acceptance; is that right? 

A. And the rate impact, itself. 
Typically, any single program would have a negligible 
rate impact, less than a fraction of a per cent. And 
if we perceive equity in having the broad-based 
programs, then that's another factor for accepting the 
rate impact of demand management. 

So this judgment as to the magnitude of 
the rate impact, is it necessary to implement the 
program, or not, and is it perceived to be equitable 
because of the broad-based nature of the Pa eee 


Q. But surely the rate impact doesn't 
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have any importance in and of itself. It only has 
importance in terms of customer acceptance and the 
impact of the economy and things like that. The fact 
that your rate increase is 8.6 per cent or 10.5 per 
cent next year is not important in and of itself, is 
TG? 

A. Sites important for the factors you 
mentioned, impact on the economy and customer 
acceptance. 

Q. But then for each proposed demand 
Management program, the effects are so small that you 
couldn't consider them, is that what you have said? 

A. They calculate them. All I am saying 
is, our experience so far is that the effect on rates . 
has not been a deterrent to the implementation of 
demand management so far. The way they are being 
implemented and the extent of incentives in general as 
a total has been seen to be acceptable so far. 

Q. Would it be fair to be characterize 
your evidence as rate impacts have not influenced 
demand management programs to date and you do not 
expect them to, but it is conceivable that they could. 

DR. LONG: A. I think rate impacts, as 
Mr. Shalaby has indicated, for the program as a whole 


is something that the corporation would constantly keep 
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in mind. And it is one of those tradeoffs that has to 
be made with respect to the benefits of the program. 

So it will continue to be looked at both now and in the 
future. 

Q. Okay. So, if I understand the total 
customer cost test correctly, there is a reduction in 
the cost of energy services to your customers overall 
with any program or package of programs, annual set of 
programs, that meet the total customer cost test, is 
that true? 

MR. SHALABY: A. In the long-term that 
is correct. There are year-by-year impacts that are 
different. It could be in the long-term there is a 
reduction in total customer cost, yes, but in the 
short-term, there could be an increasing cost. 

Q. It's a rate shock, in effect. 

A. A rate shock. And there are 
judgments to be made on whether the long-term savings 
justify the short-term rate shock. We make those 
decisions continuously. 

Q. And that is essentially the same 
decision you make when you bring a big capital asset 
in-service, right, the rate shock is an important 
consideration. 


A. Yes. And, indeed, non-utility 
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generation programs, as well. 

Q. Well, we will get to that. But, yes, 
there is an impact there, too, as well, right? 

A. Yes. 

Q. It is true, though, that demand 
management programs, the rate impact, no matter how 
much you pay for the sort of demand management you are 
expecting -- 

A. No, I don't think we are saying no 
Matter how much. I think the programs have been 
designed in a way and the programs that have made it 
have been judged to be acceptable in their totality, 
including their impact on rates. 

THE CHAIRMAN: I think we are straying 
away in this line from what we should be here to do, 
and that is discuss planning strategies in practice and 
getting back to all the details of Panel 4. I think 
you should and minimize that as much as you can. 

MR. SHEPHERD: Mr. Chairman, I am just 
taking this to a planning point which I will get to 
quite shortly. 

THE CHAIRMAN: Quite shortly, I hope. 

MR. SHEPHERD: «QO -Itvis! true; isnftsit, 
Mr. Shalaby, that there is no reasonable likelihood 


that demand management options will have anywhere near 
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the rate shock implications within the total customer 
cost test that bringing capital assets on stream have; 
isn't that right? Isn't that just math? 

DR. LONG: A. Well, I think the 
megawatts, or the equivalent megawatts from the demand 
management program grow much more slowly over time. I 
mean, when you are bringing in a major supply option 
such as a nuclear unit, you are bringing ina lot of 
megawatts all at once. And it is natural that you will 
get a much larger impact from that than you would from 
something that grows gradually over time. 

Q. Also, isn't it true that your demand 
management program doesn't have anywhere near the 
capital intensity that nuclear, for example, has? 

A. That is true, but that is not the 
only characteristic of demand management programs that 
affect their impact on rates. If you go back to my 
direct testimony, there were, I believe, two or three 
factors that I mentioned that result in the impact of 
demand management on rates. 

Q. Let's turn to non-utility generation 
then. And I take it from your direct evidence that 
your Panel 5 evidence is changed in some significant 
respects due to the DSP Update, is that a fair 


statement? 
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MR. SNELSON: A. There are some changes. 
I don't consider them to be very large. 

Q. Well, Panel 5 did say that it is your 
anticipation that you will have 3,100 megawatts of NUGs 
by the year 2000. You expect to get that. 

A. Yes. 

Q. ‘Isn't that what their evidence was? 
And you are not presenting any plans to this Board 
containing that expectation, are you? 

A. The unmanaged surplus cases do 
contain that expectation. 

Q. But you specifically told this Board 
that is not what you are going to do; you are not going 
to manage the surplus. 

A. We intend to manage the surplus, yes. 

Q. And, in fact, as a result, the plans 
that you have told this Board you are going to proceed 
with contain 1,516 megawatts of NUGs, don't they? 

Isn't that the number by the year 2000? 

MR. DALZIEL: A. That sounds about the 
right number. 

Q. Okay. The rest is now there if you 
need it, right? 

MR. SNELSON: A. Yes. And the 1,500 or 


1,600 megawatt number is illustrative. 
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Q. Okay. I hate doing this mathematical 
calculation, but I think we have to. As of April 16, 
1992, it is correct, isn't it, that Ontario Hydro had 
in purchase NUGs, according to the definition used in 
your evidence here, 401 megawatts in-service, 242 
megawatts committed, and 666 megawatts formerly 
approved and binding on the utility, totalling 1,309 
megawatts. 

Will you accept subject to check that 
those are correct? 

A. We think those are probably close to 
being correct, but I am not sure precisely what the 
source of those numbers are. 

Q. %&I called your NUG division, actually. 
Will you undertake to advise the Board if those numbers 
are incorrect? 

A. Yes. 

Q. Now, just by my math, if I deduct 
1,309 megawatts from 1,516 megawatts I get 207 
megawatts, which seems abate right? correct? 

A. Yes. 

Q. Your evidence is that you currently 
have 13 projects, totalling 1,625 megawatts which are 
currently being renegotiated; is that correct? 


A. Yes. 
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O.s And; in fact; will you Conti rmechac 
since the beginning of January, you have made formal 
offers on some of those projects totalling about 700 
megawatts, is that correct? 

A. I don't know that for sure. 

Q. Will you undertake to provide that 
information? 

A. Yes. 

Q. Thank you. Assuming that's correct 
for the time being -- 

THE CHAIRMAN: What are the formal offers 
for, did you say? 

| MR. SHEPHERD: These are formal offers on 

some of the renegotiated projects totalling 700 

megawatts. 

THE CHAIRMAN: Do you want an undertaking 
number? 

MR. SHEPHERD: Oh, yes. I'm sorry. 

THE REGISTRAR: 684.20. 

---UNDERTAKING NO. 684.20: Ontario Hydro undertakes to 
provide information confirming that since 
the beginning of January, Ontario Hydro 
has made formal offers on some of 13 
projects being negotiated for a total of 
700 megawatts. 

MR. SHEPHERD: Q. So by my math, that 


brings you over 2000 megawatts. Assuming that that 
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were true, then the illustrative plans right now are 
known to be, to understate the NUG component; correct? 

MR. SNELSON: A. My understanding is 
that the NUG component is likely to exceed the amount 
that is in the illustrated plans based on the latest 
information. 

Q. You will be providing this Board 
presumably with new charts that show what you expect 
the real numbers to be, is that true? 

MR. SHALABY: A. I think Exhibit 
Sigal 

Q. Yes. 

A. --gives information in that regard. 

Q. Well, yes. But also your Panel 10 
witness statement, I believe, has a whole chart of how 
many NUGS each year in your managed surplus plans, 
right? 

A. That was the simulations that were 
put into the formulation of the cases that we analyzed. 
But this 322.21 is an update to the NUG plan. The 1991 
plan is the undertaking that this is in response to. 

And it gives an attachment to the 
short-term non-utility generation plan, and it supports 
what both you and Mr. Snelson are saying, that in the 


short term we see numbers that would exceed 1,600 
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megawatts as a best guess at this time, how that 
changes. Also, the documents indicate subject to the 
outcome of negotiations and other things, these numbers 
may change. But as a best guess, attachment 2 has some 
numbers in there. 

Q. Now, I understood from your Panel 5 
evidence, and I think that you have said in your direct 
evidence here that this still is the case, that you 
have shifted your emphasis now from sort of all NUGs to 
preferred NUGs, and you are trying not to take major 
supply NUGs but rather preferred NUGS when you can, 
right? 

MR. SNELSON: A. That was our evidence 
in Panel or 

Q. Is that still the case? 

A. That is still the case. 

OO. VIt- 1s) crue, chough, isn tait—— 
sorry. If you will turn to transcript Volume 148 and 
look at page 26137. You say, I think this is you, Mr. 
Snelson, you say, starting at line 9, 

We will be discussing in our 
discussion of illustrative surplus 
management how the NUG program may be cut 
back or delayed to reduce the surplus, 


and such cutbacks would be focussed on 
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the major supply NUG part of the program 

in the main. 

Is that still your position? 

A. Yes. 

O.) Dt"s "true; though; isn’t it, thatthe 
700, well, you may not be able to answer this, in which 
case I'll add it to the undertaking. It's true, isn't 
it, that of the 700 megawatts of offers you have made 
in the last 5 months, over 80 per cent have been major 
supply NUGs, isn't that correct? 

A. I am not familiar with that 
information. 

Q. Will you add it to the undertaking, 
then, please? 

A. Yes. 

Q. The undertaking may be subject to 
whatever commercial confidentiality considerations 
might apply. I am not sure whether any of this 
information is considered to be commercially 
confidential. 

Q. All I want is a total. Major supply 
NUGS, non-major supply NUGs, total. 

A. I would expect that that would not 
apply, but I'm just giving that caution. I don't know 


whether the people who have this information consider 
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it to be confidential in any way. 
(2221250 vm 


Q. Okay. Let's deal with it if it 


27669 


becomes a problem. Your current policy is to take all 


under 5 megawatt projects and all hydraulic NUGs 
regardless of size; correct? 

A. Yes. 

Q. But it's true that you have already 
made an internal determination that that will only 
remain your policy as long as you don't get very much 
isn't that right? So a formal determination has been 
made of that nature; isn't that correct? 

A. Not to my knowledge. 


Q. Will you endeavour to find out for 


THE CHAIRMAN: Well that's pretty 
indefinite. As long as you don't get very much, what 
do you mean by that? 

MR. SHEPHERD: I'm referring, Mr. 


Chairman, to a formal decision having been made by 


g 


Ontario Hydro and approved by management that says that 


that policy will continue in force as long as the 


uptake is minimal. 


THE CHAIRMAN: And what do you mean by 


minimal? 
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MR. SHEPHERD: Well, I don't know what 
the exact words are in the policy and I assume that if 
Mr. Snelson finds it he will be able to recognize it. 

THE CHAIRMAN: Do you have the policy. 

MR. SHEPHERD29NO,.Eb°do not..:If4i did I 
would just file it. So will you undertake to determine 
whether ench a decision has been made? 

THE CHAIRMAN: Well, his answer is that 
he's not aware of it and if he becomes aware of it he 
will let you know. 

MR. SHEPHERD: Well Mr. Chairman, the 
person who could answer that was a witness eight months 
ago and I can't ask him that question again. 

I thought one of the things we would be 
doing in Panel 10 is... 

THE CHAIRMAN: Well he's going to find 
out if there is such a thing, and if he does, if there 
is such a thing he will let you know. 

MR. SHEPHERD: Okay. So then I'm asking 
for an undertaking. 

THE CHAIRMAN: And if there isn't, he 
will say there isn't. Is that fair. 

MR. SNELSON: That is fair. 

THE CHAIRMAN: Give it an undertaking 


number. 
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THE REGISTRAR: 684.21. 

---UNDERTAKING NO. 684.21: Ontario Hydro undertakes to 
provide whether there has been a 
determination that Ontario Hydro will 
take all under 5 megawatt projects and 
all hydraulic NUGs regardless of size. 
MR. SHEPHERD: Q. Mr. Shalaby, you 

talked about - I don't know how to describe it - people 

making decisions today, not putting in cogeneration 

Tnacieeny but sort of keeping ready for it, if you 

like. Do you recall that a few minutes ago? 

MR. SHALABY: A. Yes. 

Q. Would you please describe the nature 
and status of the cogeneration deferment program. 

A. I am not familiar with a specific 
program like that. 

Q. Have you at any time had knowledge of 
any proposed program, plan or initiative within Ontario 
Hydro - I'm reading because I want to be careful here - 
that whatever its name, was at any time referred to, to 
your knowledge, as the cogeneration deferment program. 

A. No. 

Q. Have you been involved in any 
discussions at Ontario Hydro relating to the creation 
of a program to defer the implementation of 


cogeneration? 


A. No. 
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Q. Have you been involved in any 
discussions at Ontario Hydro with respect to a program 
to defer the implementation of demand management? 

A. No. 

Q. Let me come back to Exhibit 74 and 
perhaps you can turn to page 20. And I am not going to 
go through the first three things under non-utility 
generation, we have already done those into oblivion, 
but let's deal with 4.1.4. As I read that it says: 

The standard rates for hydroelectric 
or other renewable sources will be set 
at full avoided cost. 

That is still your policy? 

MR. SNELSON: A. I believe so. 

Q. Now you have tabled new system 
incremental costs in March; correct? 

MR. SHALABY: A. Yes. They were 
produced in March, I don't know when we tabled them. 

Q. Well, whatever. 

A. I also want to be careful. 

Q. Will you look at Volume 149, page 
26376, please. 

You are being asked - I think this is 
you, Mr. Shalaby - you were being asked whether there 


are changes in your avoided cost calculations, your 
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methodology, since Panel 3, and you say, no, we are 
doing it the same way with one exception. 

And you say that you no longer do three 
calculations upper, median and low load forecast and 
then blend them to get a single number. Now, why is 
that, why don't you do that any more? 

A. I think that is indicated towards the 
bottom part of my answer and it reads; 

Our experience to date has shown us 
that the median resulted in information 
that is very much similar to the 
expected, so we restricted the 
calculation this time to just median 
values. 

Q. So I assume that means that the 
distribution of each of your component costs around the 
median is symmetrical; is that correct, that is upper, 
median and low -- 

A. Not necessarily, no. What I'm saying 
is when we went through that exercise before the 
difference between median value and expected value was 
HROtCesigniticant. 

Q. It was 3 per cent; wasn't it? 

A. If you worked it out once, then... 


Q. Well, no, didn't you reply to an 
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undertaking saying it was 3 per cent? 

A. If we did, then I'll accept that, 
yes. 

Q. So presumably the effect of not doing 
this any more is to drop your avoided cost by 3 per 
cent; is that right? 

A. Was the expected higher than the 
median. 

Q., Yes. 

A. In all cases or in one particular 
case? 

Q. It was your number. 

A. Well, maybe you can bring that 
undertaking up, because I would expect it to swing from 
one side to the other, depending on the time, how many 
years you take the calculation to, and whether it's a 
high capacity factor or low capacity factor option. 

I would be surprised that it would be a 
universal conclusion like that. 

Q. Well, generally speaking, your future 
system costs, if you look at future system costs in 
sort of a long-term way. Isn't it true that your unit 
price of electricity is generally higher in upper load 
growth than lower load growth? 


A. Yes. 
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Q. Sorry, higher relative to the median. 
The difference between median and upper is greater than 
the difference between median and lower, generally, in 
the long term? 

A. Towards the long term really things 
come together again because you have a large distance, 
to adjust your system and come back again. 

Most of the deviation, in my experience, 
occurs in the aHore and mid term rather than in the 
long term, because you can implement options and 
correct whatever imbalances that have occurred and you 
couldn't react quickly enough to correct. 

So towards the long term I would expect 
that most values would congregate in a narrow band. 

Q. No, I guess what I'm asking about is 
a long period of time as opposed to the avoided cost in 
year 2010. 

Over a long period of time, isn't it true 
that if you net present value all your avoided cost, 
you will have an asymmetrical distribution that is 
higher on the upper side, generally? 

A. I can't say that with certainly. 
Perhaps you can do some number checking on that. 

Q. You have just announced your new 


standard rates for under 5 megawatt projects, right, a 
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couple of weeks ago? 

A. If they have been announced only two 
weeks ago, you know where I was two weeks ago. 

Q. I'm going to file another exhibit 
then to simplify this. 

THE REGISTRAR: No. 702. 

MR. SNELSON: This may already be Exhibit 
689. 

MR. SHEPHERD: Well, not all of it is, 
I'm sure. Some of it we prepared. 

MR. SNELSON: Oh. 

THE. CHAIRMAN: Sorry, six -- what did ‘you 
say, Mr. Snelson? 

MR. SNELSON: According to my notes, 
Exhibit 689 was the NUG Power Purchase Rates of May 
14th, 1992. 

MR. SHEPHERD: It simplified this 
enormously. 
---EXHIBIT NO. 702: Four-page document of NUG rate 

comparisons. 

THE CHAIRMAN: What part of this 

document, Mr. Snelson, 702 is Hydro generated material? 

MR. HOWARD: Just checking, Mr. Chairman. 

MR. SHEPHERD: Mr. Chairman, I can advise 


you that the first page of it is from Hydro and pages 
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2, 3 and 4 are prepared by IPPSO. 

THE CHAIRMAN: All right, thank you. 

MR. HOWARD: Mr. Chairman, I should also 
indicate that the first page of the document filed by 
my friend is one page of a three-page document, so... 

THE CHAIRMAN: Maybe we should have the 
three-page document that's been filed as an exhibit. 

MR. HOWARD: It's Exhibit 689. 

THE CHAIRMAN: All right. It's all 
right, you can proceed, Mr. Shepherd. 

MR. SHEPHERD: Thank you, Mr. Chairman. 
Sorry, I missed 689. I guess I just wasn't following 
the exhibits closely enough. It was last week, I 
guess. 

Q. Now, to clarify, Mr. Snelson, your 
current policy is that with a few exceptions only under 
5 megawatt projects will be accepted by Ontario Hydro; 
right? 

MR. SNELSON: A. I believe we are also 
accepting hydraulic projects that are more than 5 
megawatts. 

Q. That's the exception; right? 

A. I think the phrases that are used are 
hydraulic and certain special projects. 


Q. But in the main, the new stuff you 
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are taking is under 5 megawatt; right? 

A. That is the new proposals that we are 
accepting. As you pointed out, there's a large number 
of megawatts that are contracted for or in-service or 
otherwise close to being committed which are mostly 
much more than 5 megawatts. 

Q. The 1992 published rates then, these 
are for under 5 megawatt projects; correct? 

A. These rates are for under 5 megawatt 
projects. 

Q. Now, if you will turn to the second 
page, will you confirm - I don't know who this is 
addressed to - will you confirm that this is the 
correct way of calculating the average of your rates? 

Don't worry about the percentages 
increase and decrease for now, we will get to those. 

A. The calculation appears to be the 
rate in cents per kilowatthour in each time period 
times the number of hours, which I presume is the 
number of hours in that time period, to give a total 
dollar amount, and then to sum that over time periods. 
And that would be correct for something that delivered 
power continuously. 

Q. Okay. That's a base load situation; 


right? 
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A. A base load situation. Actually 
something that does deliver power continuously, because 
base load does cover a range that is something less 
than continuous. 

Q. Okay. Would you accept, subject to 
check, that the percentage decreases listed here 
relative to your 1991 NUG published rates are correct. 
These are average percentage decreases. Can you 
confirm that those are correct, subject to check? 

A. I haven't got the information here 
that would enable me to make that check, so I have no 
information to base it on as to whether those numbers 
are correct or not. 

Q. Okay. Will you undertake to provide 
that then? 

MR. HOWARD: Well, perhaps if my friend 
would produce for us what he has used as the 1991 rates 
it will be a little bit easier to do it and a little 
bit more expeditious and we can find out whether he's 
got the right 1991 rates. It's an arithmetic 
calculation. He must have them because somebody's 
calculated it. 

MR. SHEPHERD: I mean, I could do all the 
math here in front of the Board, Mr. Chairman. 


THE CHAIRMAN: No, no. All he wants are 
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the 1991 rates. 

MR. SHEPHERD: Well, it's a chart the 
same as this. 

THE CHAIRMAN: Well, I take it there's a 
comparison in the first one between 4.5.1 and some 
other -- a number; is that right? 

MR. SHEPHERD: Yes. 

THE CHAIRMAN: Well, perhaps you could 
give us those three numbers. 

MR. SHEPHERD: I will have to check what 
they are, but sure, no problem. This is published 
material, Mr. Chairman. It's all over the place. 

THE CHAIRMAN: Well, I take it that 
there's no quarrel with the methodology; that is, you 
weight the rates and add them up and take an average 
and that's a good way of analyzing what's happened to 
avoided cost. 

MR. SNELSON: That is a reasonable way of 
analyzing, and it is absolutely correct for something 
that delivers power continuously. 

THE CHAIRMAN: Yes. 

MR. SHEPHERD: Q. It Ag Cruevtirsn’t. it, 
Mr. Snelson, that the '92 published rates are, on 
average, lower than the '91 published rates; correct? 


MR. SNELSON: A. I'm not sure of that. 
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These have been produced quite recently. We did give 
some indications of the changes in avoided cost with 
different versions of system incremental costs in 
attachment H to Exhibit 646. 

Q. Yes? 

A. I haven't done this particular 
comparison. 

Q. I had here somewhere that you had 
shown a drop from 4.2 to 4.0 cents in avoided cost for 
an 80 per cent capacity factor NUG. Maybe that's 
Exhibit, .682)%14think. 

Yes, at page 75 of Exhibit 682. 

A. That is the same table as the one I 
was referring to in Exhibit 646. It's in both 
exhibits. 

Q. Okay. Now, this actually shows your 
avoided costs going up from February, '91 to March, 
'92; doesn't it, for all of the NUG options? 

(22332) p. mes 

MR. SHALABY: A. It has, yes, for the 
project appraisals. For the planning, they are going 
down. 

Q. For the planning they are going down, 
yes, of course. But for the project appraisal they are 


going up. Now, you base your published rates on 
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avoided costs; correct? 

MR. SNELSON: A. Our published rates are 
based on the system incremental cost tables that are 
used to calculate avoided cost, yes. 

Q. The published rates that we have here 
are based on Exhibit 592, correct, March, 1992, avoided 
costs? 

A. I believe so. 

Q. And the published rates from 1991 
would have been based on Exhibit 175, the February l, 
1991 avoided costs, correct? 

A. My recollection is that the rates 
were set in November or December, 1990, for 1991. But 
that is a faint recollection. 

Q. Sorry. I thought they were set in 
April’. You will correctuthatwie you find out 
differently? 

A. If I am wrong in that regard, I will 
advise you. 

Q. Yes, of course. 

A. And when you set the published rates, 
you use the project appraisal values, correct? 

A. I believe so. 

Q. Okay. So, then, if we look at this 


page 75 of Exhibit 682, we see that whether you use the 
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August, 1990, avoided costs or the February, 1991, 
avoided costs, the March, 1992, avoided costs are 
higher. 

A. For an 80 per cent AECF non-utility 
generator coming into service for a 20-year life 
starting in 1994, as defined in the notes at the 
bottom. | 

Q. Okay. So if the avoided costs are 
higher, presumably you will be able to tell me that the 
rates are higher, too. That should follow, right? 

A. If they were evaluated in the same 
time period and under the same method, yes. 

Q. Okay. 

MR. SHALABY: A. The rates are likely to 
include the years prior to 1994, ag well, which are not 
part of this calculation. 

Q. Okay. 

A. That may swing it slightly the other 
way. 

O. VADIpright..,, @Now wile think, you 
testified, Mr. Shalaby, that the new avoided costs 
show, and maybe you didn't testify but perhaps you can 
confirm whether this is true, that the change from the 
1991 to the 1992 SICs is a lower short-term, the new 


numbers are lower than the old numbers. 


Farr & Associates Reporting, Inc. 


Shalaby,Snelson,Tennyson, 27684 
Long, Dalziel,Howes 
cr ex (Shepherd) 


A. That is correct. 

Q. And a higher long-term. 

A. Correct. 

Q. I think you testified that the result 
of that in the case of a shorter term project, like a 
20-year project, the one you have modelled here, would 
be typically, the short term will have more influence 
than that the long term because it is a shorter-term 
project. 

AL eTNatisr correct. 

Q. Ina longer-term project, and I 
believe you gave the example of Niagara on this same 
chart, which you model at 90 years, in a longer-term 
project, the effect is that the increases in the longer 
term become more important then avoided cost goes up. 

A. That is correct. 

Q. So it's always a balancing act, 
right? 

A. It is a safe statement to agree to, 
yes. 

Ont? Bute in’ its judgment; sright? “Now, to 
make the calculation for published rates, you have to 
presumably model some sort of project to see what the 
avoided costs mean in the real world, right? 


A. Yes. 
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Q. And the project you model has a near 
term in-service date and a 20-year life, isn't that 
raignt? 

A. I am not familiar with the latest 
methodology for rate calculation. I don't know whether 
that was explored in Panel 5. 

Q. It was not. Does anybody know 
whether that is the model that is used? 

MR. SNELSON: A. I'm afraid I am not 
familiar with the details of how they have gone from 
system incremental costs to the published rate. 


Q. Is that information you can provide 


MR. HOWARD: Mr. Chairman, surely this is 
cross-examination that should have occurred when the 
NUG panel was here. We are now in the beginning of 
June, 1992, and we are having cross-examination about 
rates for NUGs. This surely isn't -- 

MR. SHEPHERD: Mr. Chairman, I am 
attempting to challenge whether, in fact, they pay full 
avoided costs for preferred options. I have not been 
in a position to challenge that before because I never 
had a set of published rates that appeared to diverge 
from avoided costs. I do today. I couldn't have asked 


these questions in Panel 5 because Panel 5 was last 
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fall. So I am treating this in the nature of an update 
of information based on more recent data filed by 
Ontario Hydro. 

MR. HOWARD: Mr. Chairman, I do not know 
how my friend can make that proposition. He created an 
exhibit, which is filed. He doesn't tell us the source 
of the 1991 numbers in it. He doesn't tell us the 
source of the 1989, 1990 numbers in it, and how anybody 
can check to see whether that is accurate and whether 
my friend's conclusions are accurate, I am sure I don't 
know. And these witness certainly can't do it off the 
top of their head. But if my friend is going to file 
what he calls the march of buy-back rates, he better 
tell us what rates he used to make his pretty pictures 
with. Somebody will have to check it. 

MR. SHEPHERD: Fine, and I will be happy 
to do that. But I am not asking questions about that 
right now, am I, Mr. Howard? 

MR. HOWARD: I thought you were asking 
questions about 1991 rates. 

MR. SHEPHERD: I'm asking about the 
change between 1991 rates and 1992 rates. 

THE CHAIRMAN: I've lost track of what it 
is you are asking Mr. Snelson about. What is it you 


want to know from Mr. Snelson? 
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MR. SHEPHERD: The question I have put to 
him is, Mr. Shalaby has agreed that in order to 
translate avoided costs into published rates, you must 
model a hypothetical NUG. I am asking what are the 
characteristics of that hypothetical NUG. 

And I have put to Mr. Snelson that it is 
a near term in-service date and a 20-year life. He may 
not be able to answer it, in which case I will ask him 
to undertake to provide that. It should be relatively 
Simple for him to advise how they get from one number 
to another. 

THE CHAIRMAN: Can you help Mr. Shepherd 
on this? 

MR. SNELSON: Certainly, I don't have 
here the steps that are gone through from going from 
system incremental costs to developing the actual rate. 
Those steps, however, do exist, and it would be 
possible to find them. 

THE CHAIRMAN: Weil, was that not dealt 
with in Panel 5 how this was done? 

MR. SNELSON: Certainly Panel 5, there 
was available for discussion the rates that were in use 
at that time. And as far as I know, the methods of 
going from incremental costs to published rates are the 


Same now as they were then. So that it would have been 
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possible to question them on that, perhaps, in Panel 5 
with respect to methodology, even though the numbers 
have changed. 

THE CHAIRMAN: But your recollection is 
it wasn't dealt with in Panel 5. And I don't want to 
hold you to that. 

MR. SNELSON: Panel 5 went on for quite 
awhile and I can't recall everything that happened at 
that time. 

THE CHAIRMAN: To my recollection, almost 
every conceivable matter was dealt with, but I couldn't 
say that it was or was not. Was it, Mr. Shepherd? 

MR. SHEPHERD: I certainly didn't ask 
anything about it. | 

MR. HOWARD: Don't know. 

MR. SHEPHERD: You must remember, Mr. 
Chairman, that we had just heard for the first time 
then that Hydro had adopted the distinction between 
major supply NUGs, which tend to be the short-term 
NUGs, and preferred NUGs which tend to be the longer 
term NUGS. So we wouldn't have been up to speed on the 
issue of lifetime in any case. 

THE CHAIRMAN: Do you understand that, 
Mr. Snelson? 


MR. SNELSON: No, these rates that are 
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used for these types of calculations, these buy-back 
rates, are generally used for the less than 5 megawatt 
non-utility generators. And rates such as these have 
been produced for a number of years and have been the 
principal tool for dealing with the smaller 
cogeneration projects. I don't see the link to the 
major supply non-utility generators. 

MR. SHEPHERD: Okay. Let me come back to 
the undertaking, Mr. Chairman, if it appears after the 
next couple of questions that it is needed. 

THE CHAIRMAN: All right. 

MR. SHEPHERD: Q. Mr. Shalaby, from your 
knowledge of how the avoided costs works, it is true, 
isn't it, that if you derive a rate from the avoided 
costs uSing one hypothetical NUG and then select a 
different hypothetical NUG and do the calculation 
again, you could quite easily get a substantially 
different rate correct? 

MR. SHALABY: A. Yes. 

Q. And isn't that true that ina 
circumstance like we have now where the short-term has 
gone down and the long-term has gone up, one of the key 
variables will be the service life that you assume for 
your hypothetical NUG, correct? 


A. ».iYesi 
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Q. And if you assume a service life of 
20 years, you will get lower published rates than if 
you assume a service life of 50 years; correct? 

A. Yes. 

Q. It's true that most of your under 5 
megawatt projects are primarily small hydro which have 
long service lives? 

A. Small hydro has long service lives in 
general, yes. 

Q. And generally your under 5 megawatts 
are most likely to be small hydro; is that true? 

A. It used to be that way. I don't know 
whether in the last several years the picture has 
changed, or not. I don't know. 

Q. With respect to a small hydro 
facility, your published rates, if modelled on a 
20-year project, would understate the avoided costs for 
that project, wouldn't they? 

A. Well, I want to understand the 
philosophy of designing the rates or what assumptions 
are done on the rates before I make any conclusions on 
what is overestimated or underestimated. If we are 
talking about calculating avoided costs for a 50-year 
option, then calculating only the first 20 years would 


underestimate the avoided cost. But that does not 
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necessarily say that the rate philosophy is either 
appropriate or inappropriate. I don't want to make 
that conclusion. 

Q. Well, remember what we were trying to 
talk about here is the strategy element, which is that 
you will pay full avoided costs for hydroelectric and 
other renewable sources. 

Ais VOCS '« 

Q. And if I'm reading you right, if you 
have a long lifetime project like small hydro and the 
standard rates are not calculated assuming that long 
lifetime, then you will be underpaying relative to 
avoided cost, isn't that correct? 

A. There are other considerations to 
enter into ratemaking away from calculating what the 
avoided cost is. 

Q. Well, it's your strategy item. It 
Says that it will be set at full avoided cost. 

A. Yes. 

MR. SNELSON: A. I think it also comes 
down to the question of how the full avoided cost is 
distributed over time. So that also affects whether 
the avoided cost is low in early years and high in 
later years and how it rises through time. And that 


comes into the rate-setting philosophy that Mr. Shalaby 
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is referring to. 

But going to back to a previous point, 
the rates for 1991 I believe were given in 
interrogatory 5.14.16. Sorry 5.14.6. And my notes 
indicate that that was a December, 1990, document. 

Q. So it would be based, then, I guess, 
on the August, 1990, SICs. 

A. Again, I believe that there was some 
judgmental aspects in the setting of those rates 
because some of the information that was subsequently 
reintroduced into the later update was already known at 
that time. 

Q. Okay. 

THE CHAIRMAN: 5.14.16, is it? 

MR. SNELSON: Yes. 

THE CHAIRMAN: That should be given a 
number. 21? 

THE REGISTRAR: 21, yes. 

THE CHAIRMAN: There is a race going on 
between undertakings and interrogatories. [Laughter] 
The interrogatories have now gone ahead. 

MR. HOWARD: Mr. Chairman, I'm pleased to 
tell you that interrogatory 5.14.16 is already Exhibit 
Eat hee Pa 


THE CHAIRMAN: It's back at a tie. 
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[Laughter]. 

THE REGISTRAR: It is also 321.2. 

MR. SHEPHERD: Q. If you take a look at 
page 75 of Exhibit 682, we see that the 80 per cent 
NUG, using the project appraisal numbers, has a 4 cent 
per kilowatthour avoided cost. Niagara has 6.3 cent 
per kilowatthour avoided cost. Now, I understand that 
part of the reason for that is that Niagara has an 
in-service of 2002, so you lose a lot of that 
short-term low avoided cost; correct? 

MR. SHALABY: A. That is part of the 
reason. 

Q. And if we compared them, the -- 

A. The most significant reason is 
probably that Niagara has a lower capacity factor. And 
if you look, for example, at low capacity factor NUGs 
at 10 per cent, the number is 10.7. 

Q. What is the capacity factor that you 
have assumed for Niagara, there? 

As» Weican’ find out. “But ‘typically, <1 
would guess it's somewhere in the thirty to forty 
percentile. We can look at the hydraulic plan and find 
out for sure. 

Q. I'll check it and follow up tomorrow. 


MR. SNELSON: A. It's not only a 
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question of capacity factor, though. It's alsoa 
question of shifting energy production that could also 
be produced today with the existing facilities and 
shifting some of the energy production that might have 
been during off-peak hours into peak hours. So it is 
not a clean consideration just of capacity factor. You 
have to look at the change in the energy production 
between the existing facilities and what it would be 
with the new facilities. 

Q. The thing you haven't mentioned is 
that Niagara also has a 90 year life assumption and the 
NUG has at 20 year life assumption, right? And that 
makes a difference. 

A. I didn't because you did. I was 
adding the other two factors. 

Q. Fine. Perhaps you could turn to page 
53 of Exhibit 74. 

[12:48 p.m. ] 

In about the middle there's a paragraph 
that starts, For non-utility generation, it says: 

For non-utility generation to have 
full value to reduce the need for new 
generating plant, there must be a high 
probability that the non-utility 


generation will be available and economic 
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for several decades into the future. 

This is very hard to analyze and place a 

specific value on because of the 

uncertainties that far into the future. 

And it sounds like you are setting that 
up as a potential disadvantage of NUGs. Am I reading 
that right? 

A. No. 

Q. It's not a potential disadvantage? 

A. That they have a long benefit into 
the future, is that -- 

Q. No, the question of whether there's a 
sufficiently high probability that they will be 
available and economic in the future? 

A. That's a statement that, I don't see 
it as being in the light of advantage or disadvantage. 
It says, for something to have a long-term value it 
better be there in the long term. That's all it says. 

Q. All right. Reliability in terms of 
whether an option will be available and will be 
economic at the time you need it, that's an issue for 
every option; isn't it? 

A. That is correct. 

Q. And is it fair to say that in terms 


of just availability at any given defined future point 
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in time that NUGs are, in fact, more reliable than 
nuclear, for example? 

A. I haven't seen specifically the 
figures, but I would accept a higher availability for 
non-utility generation. 

I think the whole import of this 
paragraph is more to do with the view of the 
availability of natural gas, and that is the fuel than 
the reliability of the plant. 

Q. Yes. The only real question then in 
terms of the reliability that the capacity will come on 
when you need it has to do with the economics; right? 

| You are less certain of NUG economics 
than you are of central generation economics? 

A. I didn't read this paragraph as being 
a discussion of the reliability of the plant coming on 
when you plan it to come on. 

Q. No, but that is what I'm asking 
about. 

A. Can you repeat your question then, 
because I thought we were discussing this paragraph. 

Q. Well, we were and I was spinning off 
it to what I thought was the logical conclusion from 
has 

My question is: You have already said 
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that whether particular capacity will come on stream at 
a particular point in time in the future, a NUG is more 
likely, more reliable to do that than a nuclear 
station. 

The second question then is: Economics, 
is there less reliability, less certainty that the NUG 
will be economic than the nuclear station will be 
economic? 

It's a question of where and how much; 
right -- when and how much, rather. 

A. Well, this paragraph is talking about 
the reliability of fuel supply, the dependability of 
the fuel supply and the question as to the degree to 
which non-utility generation will be available beyond 
the period of the firm contract for fuel supply that is 
available when it is first put into place. 

Q. That's fine. 

A. And I still don't see the 
relationship between that paragraph and your question. 
They seem totally ate enleed to me. 

Q. Well, leave that and just answer the 
question, how's that. Don't worry about whether 
there's a relationship. 

A. The question was, whether there is -- 


I'm sorry there's a two-part question here. There's 
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economics and reliability mixed up in this question. 

Q. Let me try this again. 

A. Okay. 

Q. Maybe a hypothetical would work. You 
identify that you need 1,000 megawatts in 2004. 

A. Yes. 

Q. The year selected intentionally 
because you don't, and you have a choice: You can fill 
it with NUGs or you can fill it with nuclear, say. 

It's true, isn't it, that you have more 
certainly today that you will have 1,000 megawatts of 
NUGs in 2004 than that you will have 1,000 megawatts of 
nuclear in 2004? 

A. Presuming that we, in both cases, 
were to plan on them for that date? 

Q. Plan on them right now. 

A. Plan on them right now. I think that 
we would certainly have a reasonably high confidence 
that we could get the 2,000 -- the 1,000 megawatts of 
non-utility generation provided we were prepared to pay 
whatever was the going rate for non-utility generation 
about four years ahead of 2004 when that decision would 
have to be made. 

Q. Okay. And as compared to nuclear, 


there's a higher confidence that you will have that 
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there than you will have the nuclear there then; 
correct? Forget the economics for a second. 

A. There are possibilities of delays 
with respect to nuclear. They tend to be different 
things. We are talking about uncertainty about lead 
time in the one case in terms of whether approvals are 
obtained on time, whether construction is completed on 
schedule, with the nuclear option; versus the 
uncertainties associated with relying upon contracting 
for something in the year 2000 for year 2004 with 
whatever terms and conditions are appropriate in the 
year 2000 in terms of price and so on. 

And that's a pretty difficult judgment to 
make at this point in time. 

Q. Okay. It is true that you have 
almost -- you have almost a certainty, if you are 
willing to pay what it costs, you have almost a 
certainty of getting the capacity from NUGS; correct? 

A. No. Let's say for sake of example, 
and you have put your hypothetical, that that situation 
could very well coincide with a period when many 
utilities are seeking a lot of capacity and we might be 
in the situation where the order books for combustion 
turbine manufacturers have a six-year backlog and, 


consequently, if we were to be contracting for a NUG in 
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the year 2000, while physically we could build it by 
2004 and, everybody willing, with normal supply that 
would be achievable, but with a long lead time 
Situation on the major power supply components, then 
maybe it couldn't be obtained until 2006. 

MR. SHEPHERD: Mr. Chairman, it might be 
appropriate to break now rather than go on to the 
next -= 

THE CHAIRMAN: All right. We will break 
now until 2:30. 

THE REGISTRAR: Please come to order. 
This hearing will adjourn until 2:30. 
---Luncheon recess at 12:58 p.m. 
---On resuming at 2:33 p.m. 

THE CHAIRMAN: Mr. Shepherd. 

MR. SHEPHERD: Thank you, Mr. Chairman. 

Q. We have dealt with Darlington at some 
length in Panel 9 just recently, so I won't do anything 
that was current then. 

I will ask you this though, Mr. Snelson: 
Isn't it true that in the last few weeks in fact the 
first suggestions have been made by senior staff at 
Darlington that perhaps you should consider the 
possibility that you just won't be able to get it 


working? 
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THE CHAIRMAN: Ever, is that what you 


mean? 

MR. SHEPHERD: Q. Ever? 

MR. SNELSON: A. I haven't heard those 
suggestions. 

Q. Okay. You are saying you don't know 
or they haven't -- you are saying you don't know; 
right? 


THE CHAIRMAN: I'm sure if something like 
that happened we would be told about it. Isn't that 
right, Mr. Snelson? 

MR. SNELSON: I believe that would be the 
case. 


MR. SHEPHERD: Q. Okay. We heard in 


- Panel 2 that your contingency plan for in-service 


delays for Darlington was two months. Do you recall 
that, from November lst to the end of December of '91? 

MR. SNELSON: A. Was this Mr. Barrie's 
evidence you are referring to? 

Q. I believe so, yes. 

A. I haven't refreshed my memory as to 
his evidence at that time. 

Q. Well, will you accept that subject to 
check? 


THE CHAIRMAN: It's been updated 
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considerably since then. We had the latest news on 
what Darlington's in-service expectations were in Panel 
9, which has been completed. 

MR. SHEPHERD: Exactly. 

THE CHAIRMAN: What Mr. Barrie said in 
Panel 2 doesn't really matter. 

MR. SHEPHERD: Q. Okay. Let's go on to 
major supply options, and I'm going back to the DSPS. 
And if you could take a look at page 21, please, 
strategy item 5.1.1 says: 

Major increases in supply will be 
provided by low-cost options available to 
meet the need after allowing for the 
effects of demand management and 
non-utility generation. 

And I take your evidence to be that you 
don't introduce major supply options until you have 
exhausted cost-effective demand management and 
non-utility generation? 

MR. SNELSON: A. Certainly our plan is 
to develop cost-effective demand management and 
preferred non-utility generation options, not 
necessarily ae supply non-utility generation options 
before introducing major supply. 


Q. Okay. Now, major supply options 
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include the Manitoba Purchase as you testified; right? 

Aww. That s)corrects 

Q. “And; ini tact, iftyoutwillittook at 
page 23, right at the end of your strategic elements, 
you say: 

onge: em firm purchases of 

hydraulic power from neighbouring 
provinces will be considered as an 
acceptable alternative to building new 
supply facilities after maximum efforts 
are made to utilize the cost-effective 
indigenous resources of Ontario. 

So presumably then, demand management and 
NUGs that are using Ontario resources - demand 
management is by nature I suppose - should be, in your 
planning, ahead of purchases from neighbouring 
utilities; correct? 

A. Well, certainly we consider demand 
management to be equivalent to Ontario resources. 

Q. That wasn't my question. My question 
was: Major supply after Ontario resources -- sorry, 
purchases from other utilities after Ontario resources; 
correct? 

A. After indigenous resources of 


Ontario, yes. 
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Q. Okay. 

A. And I have indicated that demand 
management would be an indigenous resource of Ontario. 

Q. And so would most of your NUG 
options; correct? 

A. Certainly hydroelectric NUGS, NUGs 
from waste fuel, NUGs from landfill gas, solar, wind 
NUGs would be considered to be indigenous resources of 
Ontario. 

Q. Okay. If you could turn to page 68 
of the DSPS, please. This is a discussion of the pros . 
and cons of purchases and, as I understand this, what 
it says is: The good things about purchases from 
Manitoba and Quebec are they are renewable resources 
indigenous to Canada but not Ontario, they provide 
diversity and they have a low environmental impact in 
Ontario. 

But on the other side it means exporting 
jobs, so lack of flexibility, and long lead times, a 
lack of control over the projects and high cost. 

Now, those are all factors in considering 
the Manitoba Purchase; correct? 

A. I don't see the reference in here to 
high cost. 


Q. No, I'm sorry, it's in the next 
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paragraph. 

Capital cost to construct new 
hydroelectric generation and transmission 
in Quebec or Manitoba will likely be 
as high or higher than the capital 
cost of major coal or nuclear facilities 
in Ontario. 

A. That doesn't say the purchase is 
going to be high cost, it only says it is high capital 
cost. 

Q. Oh, okay. Then on the next page it 
says: 

At this stage of negotiations it is 
not clear that purchases will be economic 
compared to other options open to 
Ontario Hydro. 

A. And that was the situation when the 
demand/supply planning strategy was written. 

Q. So all I'm asking is, these are still 
the considerations that you look at for souee hits like 
Manitoba Purchase; right? 

A. Yes, and we have talked about also 
the benefits of the transmission within Ontario. This 
isn't just a question of putting a little bit of wire 


across the border to connect to a purchase, this is a 
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major improvement to the transmission system in 
Ontario. 

Q. Yes. But haven't you already agreed 
that the transmission benefits are already included in 
the dollar numbers? 

A. To a large degree, yes. 

Q. So you can't include it twice; right? 

A. There are still intangible benefits 
of the transmission that may not be captured in the 
dollar numbers. 

Q. When you calculated the cost of the 
transmission from Manitoba - I didn't think I was going 
to have to go into this - when you calculated the cost 
of the transmission from Mani bobas you said here is how 
we would make the system better without Manitoba, here 
is how we would get all the benefits we want; and 
here's how we get it with Manitoba and the relative 
costs. 

And you said only the difference is 
charged to Manitoba. So doesn't that mean that you are 
comparing the benefits one way to the benefits the 
other way? 

A. Yes. 

Q. Same benefits; right? 


A. They are in large measure the same 
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benefits, but not entirely so: 

Q. All right. I understand from your 
direct evidence that you currently don't expect to buy 
supplemental energy under the Manitoba contract for at 
least the first nine years; is that correct? 

A. That is how it was modelled in the 
managed surplus cases. I have indicated previously, I 
believe in the cross-examination of the MEA, that a 
better assumption would be to have assumed that it was 
only taken during periods when coal-fired energy or 
more expensive energy was incremental on the system. 

That was a broad assumption in the 
managed surplus cases. 

[2s 45m Delle! 

Q. Okay. This is your evidence in 
transcript Volume 149, it's your direct evidence, page 
26333. It says, line 23: 

In the update nuclear fossil case it 
was assumed that over the years 2000 to 

2010 the supplemental energy that is 

available through the Manitoba Purchase 

contract would not be taken as part of 
the illustrative approach for managing 
the surplus. 


And then you say in the enhanced case that it is taken. 
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THE CHAIRMAN: That's what he said just 
awhile ago. 

MR. SHEPHERD: Q. So I take it, then, 
that you were saying that this Board, for the purposes 
of determining what your plan means in real terms, what 
you are actually going to do, should not assume, in 
fact, that the update nuclear, update fossil case is 
correct in this respect. We should assume that it is 
incorrect. 

MR. SNELSON: A. I have said it was a 
broad assumption that was made as part of the 
illustrative surplus management cases. A more refined 
assumption would be that part of the supplemental 
energy would be taken. And that's the more likely 
assumption. 

Q. What is your estimate of the capacity 
factor that you expect from the Manitoba Purchase? You 
have to take 65 per cent and you can't take more than 
80 per cent? 

A. That is correct. 

Q. What is the number? 

A. I don't have an estimate. It would 
be different for each year. If you were to go to the 
more refined assumption then you would find that the 


greater the surplus that existed at a particular point 
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in time, then perhaps the lesser the supplemental 
energy that one would take. 

But through the whole period you would 
take some of the supplemental energy. 

Q. Now, in your direct evidence you have 
told us that the avoided cost of the Manitoba deal, 
calculated as if it were a NUG, is 5.39 cents a 
kilowatthour but the LUEC is only 4.70 cents, producing 
a positive cost/benefit ratio. Now that LUEC is 
calculated at an 80 per cent capacity factor; correct? 

A. Yes. 

Q. But, in fact, your evidence is that 
you are not going to have an 80 per cent capacity 
factor; isn't that right? 

A. It is quite possible that we will 
have less than the 80 per cent capacity factor for some 
of the early years. 

Q. Have you done the calculation of the 
LUEC on the basis of the way that it's really going to 
happen or your current plan for what you are going to 
do? 

A. No, but I think that you can put 
bounds on it by looking at the calculations that we 
have at 65 per cent AECF which assumes that no 


Supplemental energy is taken and at 80 per cent that 
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assumes that supplemental is all taken. 

QO. =sOkay’ 

THE CHAIRMAN: All right, Mr. Snelson, 
what are you looking at? 

MR. SNELSON: I am in Exhibit 442.7. 

THE CHAIRMAN: What page? 

MR. SNELSON: At page, it is one of the 
appendices -- appendix C, page 3. 

MR. SHEPHERD: Q. So your LUEC, then, is 
not going to be 4.7 cents, right? You know that? 

MR. SNELSON: A. If we don't take all of 
the supplemental energy, the LUEC will not be 4.7 
cents. 

Q. And it might be as high as 5.3 cents, 
but it won't be quite that high because you will take 
some supplemental energy. 

A.tiThatvis correct. 

Q. This calculation also includes the 10 
per cent preference premium; is that correct? 

A. Yes, I just indicated that in my 
direct evidence and I adjusted for that. 

Q. And if you adjust for the preference 
premium and you adjust for the real capacity factor, in 
Facey you no longer have a cost/benefit ratio, do you? 


THE CHAIRMAN: I'm sorry. What did you 
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adjust for? 

Q. You adjust for the preference premium 
and you adjust for the real capacity factor, it's 
something closer to 65 rather than 80. 

THE CHAIRMAN: I don't think that's been 
established. All Mr. Snelson said is it might be 
possibly less than 80 per cent in the early years. 

That is as far as he went. 

MR. SHEPHERD: Q. Well, Mr. Snelson, 
your current plan is that you will be substantially 
below 80 per cent in the first 10 years; isn't that 
correct? 

MR. SNELSON: A. I don't believe we 
would be substantially below 80 per cent for all af 
the first 10 years. We would be for perhaps some of 
the early years but not for that full period. 

Q. Okay. And is it correct that if you 
took the actual LUEC according to the capacity factors 
you currently expect and remove the preference premium, 
which on your own rules doesn't apply here anyway, that 
the cost/benefit ratio would no longer be favourable? 

A.» Tyedoubt “thaté 

Q. You doubt that. You think it would 
still be favourable? 


A. Well, I have just done the 
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Calculation from these numbers based on 65 per cent 
AECF. 

Q. Yes. 

A. For both the avoided cost and for the 
LUEC, which are both in this appendix. 

Q. Yes? 

A. And that's on the assumption of 
taking no supplemental energy. 

Q. Yes? 

A. On that basis the value is 5.91. 
That is the LUEC of the avoided cost on page 4 of this 
appendix. 

OQvrP TALIA right. 

A. And the LUEC, of actually buying it, 
so the cost of it, is 5.30. And if my trusty solar 
calculator gives an answer of a cost/benefit ratio of 
-89. And adjusting by 10 per cent to take out the 
preference premium will bring that very close to one. 

Q. Okay. The avoided cost calculation 
on page 4 that you are referring to, that assumes 
optimum scheduling; correct? 

A. Yes. 

Q. And I think we heard evidence in 
Panel 7 that in the real world you do not expect to get 


optimum scheduling but something less than optimum 
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scheduling; is that correct? 

A. I don't recall Panel 7's evidence in 
that regard. 

Q. Wouldn't that be true. 

A. We have rights within the contract to 
considerable degree to schedule that energy. So there 
may be something less than perfection, perhaps, but we 
do expect a considerable degree of freedom to schedule 
that energy to the times when it is valuable. 

Q. You would agree that perfect 
optimization of scheduling is not likely? 

A. Perfection is not usually achieved in 
anything. 

Q. You will also agree that these 
numbers assume perfect optimization; correct? 

A. They assume that the energy is taken 
in peak periods in preference to off-peak periods, yes. 

Q. So these avoided costs numbers then 
are obviously overstated to some degree, even if it's 
very small? 

A. To some degree. It may be very 
small. 

Q. Mr. Snelson, is there somewhere in 
here where the avoided cost is actually calculated in 


442.7? Do you show the calculation as you have done 
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for sample NUGs, for example? 

A. I don't believe the spreadsheet of 
the calculations is in this document. 

Q. You have done that obviously, you 
have the numbers; correct? 

A. That is correct. 

Q. Can you undertake to provide it. 

A. I don't think there's any difficulty 
in doing that. 

THE CHAIRMAN: Number? 

THE REGISTRAR: 684.22. 

---UNDERTAKING NO. 684.22: Ontario Hydro undertakes to 
provide the spreadsheet for the avoided 
cost calculation as done for sample NUGs. 
MR. SHEPHERD: Q. Now, Mr. Snelson, 

thankfully Mr. Heintzman spent a considerable amount of 

time on Manitoba on Monday and so I can avoid doing 
that. I do have one question, though. 

One of the unquantified benefits that you 
talk about with respect to Manitoba is that it reduces 
the use of fossil fuels. Now, in your new approach to 
valuing the Manitoba Purchase, you have already 
included the full dollar credit for avoiding the use of 
fossil fuels; is that right? 

MR. SNELSON: A. No. 


Q. Well, haven't you used the same 
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method that you used for NUGSsS? 

A. Yes. 

Q. Doesn't that include a full credit 
for displacing fossil? 

A. It includes a full credit for 
displacing acid gas emissions. 

Q. So the additional benefit is there is 
other bad things about fossil which you were also 
displacing but you haven't put a dollar value in? 

A. There are other aspects of fossil 
that are probably considered to be undesirable like 
CO(2) emissions. 

Q. Yes. Let me go back to the DSPS and 
to page 21. In strategy item 5.2.1, this strategy 
items says: 

Ontario Hydro will seek improvements 
to the planning approval process to 
provide increased flexibility. 

Now, you are not, in fact,seeking any 
such improvements in this hearing are you? 

A. That is correct. 

for And on page 57, which is again part 
of the rationale under this same section, you say that 
this is in the last complete paragraph, that starts at 


the planning approval process, and it is talking about 


Farr & Associates Reporting, Inc. 


Shalaby,Snelson,Tennyson, 27716 
Long,Dalziel,Howes 
cr ex (Shepherd) 


environmental assessment hearings, and it says, about 
the middle of that paragraph: 
While this process has worked well for 
many small projects which only effect a 
limited area, it is not clear that the 
process is adequate for major generation 
and transmission projects. 
And my question is, this comment, this concern, does it 
relate to planning hearings or does it relate to 
site-specific hearings; what is it you are dealing with 
there? 

Are you dealing with a hearing to get a 
Site approval for a nuclear station or are you dealing 
with a hearing like this looking at your whole plan? 

A. It could be referring to either one 
or both of those. 

Q. And you go on to say in the next 
paragraph: 

The length of the approval process 
together with the construction time of 
major projects reduces the flexibility to 
respond to forecasts of future 
conditions. 

And on the next page you comment that where your 


approvals lengthen your lead times they make your 
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forecast less reliable because they are farther out. 
And you say, quoting you, at the end of that paragraph, 
the partial paragraph at the top of page 58: 

So forecasts are less reliable and 
planning decisions are more likely to be 
inappropriate. 

And those concerns remain true today; don't they? 

A. I think they are fundamental 
concerns, yes. 

Q. Now, in the next Paragraph then, you 
talk about a concept called approvals banking, and you 
talked about this with Mr. Mark the other day. 

Approvals banking, am I correct that it 
is getting approvals, sort of having a bunch of 
approvals on the shelf that you can select later on, as 
circumstances warrant? 

A. That is, I think, generally the 
concept of approval banking. 

Q. And that's what you are asking for 
here, right, in this hearing? 

A. No, we are asking for approval 
facilities that we expect to proceed with. 

QO. , Well, okay,...,Could ‘you turn.to 
transcript Volume 150, page 26506. This is Mr. Mark 


Ccross-examining Mr. Dalziel. 
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And at the bottom of page 26506, line 22, 
Mr. Mark says: 
And, indeed, wasn't that the whole 
objective of this exercise, to obtain 
approvals that you might need without any 
obligation necessarily to proceed if you 
don't need them? 
And Mr. Dalziel answers: 

That is correct. 

Now, isn't that approvals banking? 

A. No, I believe that-is a statement of 
fact, that when one obtains approvals from an 
End pronne eae Assessment Board or other bodies, that 
does not necessarily oblige the proponent to proceed 
with those facilities. That, I think is a legal 
question. But I suspect that is the correct response. 

Q. Well, Mr. Mark asked you whether that 
was the object of the exercise and Mr. Dalziel said 
yes, it was. 

MR. HOWARD: You have to read the 
question. 

THE CHAIRMAN: I'm looking for the maa 
object of the exercise. Here it is. Bottom of the 
page. 


MR. SHEPHERD: Let's not quarrel about 
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the words. 

Q. Perhaps you could look at page 56 of 
the DSPS, Exhibit 74. 

{3:00 p.m. ] 

And in the partial paragraph at the 
bottom of the page you say: 

The choice of options to meet the 
need for major increases in supply will 
be made based on the most economical 
choices that are environmentally and 
socially acceptable as seen at the time 
that decision must be made. 

And then on the next page in the top you 
say: 

It is not possible to be specific at 
this time as to what option will be 
chosen. 

And it's true in fact that that statement 
is still true today; right, it's not possible to be 
specific at this time as ne what option will be chosen? 

A. Yes. I think you have to read that 
Statement in the context of the whole paragraph, but 
clearly we have said that when we need major supply we 
are not making a judgment as to whether we would be 


choosing fossil operations or nuclear options or some 
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mix of them. 

Q. Sorry. Are you saying that this only 
relates to fossil or nuclear? 

A. No. It isn't actually a paragraph 
that is dealing with supply options and this whole page 
is dealing with Ontario Hydro supply options I believe 
because the non-utility generation options have been 
dealt with elsewhere and demand management options have 
been dealt with elsewhere. 

Q. One of the difficulties that some 
people might have with open-ended approvals I guess - 
and maybe it's implicit ina lot of the discussion that 
has already. been had before this Board - is the notion 
that oncebhe approval is in place changes of 
circumstances really are left in your judgment whether 
you proceed to implement the approval or not, whether 
you do it next week or next year or 10 years from now, 
those are all things that are left to your judgment 
once you have an approval; right? 

A. There may be terms and conditions 
associated with an approval, but in terms of the 
implementation of it, then I believe that that is the 
case, although there are other checks and balances such 
as for the committing of the construction of a major 


facility, then we have to get an order-in-council from 
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the provincial government. 

Q. So the government could say: No, 
your approval is out of date now, or your approval 
doesn't apply any more because times have changed? 

A. The government could, I believe, deny 
an order-in-council for whatever reason it saw as 
appropriate. 

Q. Would it be appropriate, in your 
view, to place a condition on the approvals that you 
are asking for requiring regular review and affirmation 
of those approvals on a periodic basis? 

| A. I wouldn't speculate as to what were 
appropriate terms and conditions. We have indicated in 
Exhibit 452 that, as we indicated in Exhibit 74, we are 
concerned about approval processes and we indicate that 
we are interested in approval processes that are more 
regular and can build on previous approvals and can 
accommodate more frequent decisions to adjust as things 
change. 

That's on pages 20 and 21 of Exhibit 452, 
the paragraph that goes over between those two pages. 

Q. I understand that. But I'm not 
asking about how you deal with approvals in the future, 
new approvals, I'm asking about any approvals that you 


get out of this process. 
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And I'm not asking you a legal question, 
I'm not asking you to make submissions, I'm asking you 
as a planner, it is true that there are a lot of 
uncertainties about what the future will hold; true? 

A. Yes. 

Q. And as a result of those 
uncertainties there is every reason to believe there 
could be circumstances in which your approval is no 
longer appropriate; true? 

A. That is possible, that there could be 
such circumstances. 

Q. Therefore, I'm asking you, from a 


planning point of view, your role as a planner, can you 


tell us what sort of ongoing review mechanism, or 


whether there should be an ongoing review mechanism 
that ensures that the approval is no longer valid if 
the situation goes off the rails? 

A. As a planner and speaking here as a 
planner, I‘m not speaking as regards any legal 
requirements-- 

Q. Of course. 

A. -~aS a planner then, the fewer the 
constraints on planning, then the better we are able to 
respond from a planning point of view. 


But that has to be balanced. Froma 
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planning point of view we also have to recognize that 
our decisions have to be seen to be and have to be 
publicly acceptable. And so I think it would be 
impractical as a planner just to take the view that 
having obtained an approval no matter what changes then 
willy-nilly we had the right to implement that, come 
what may. 

So I think there are practical 
constraints in that, but as a planner we would prefer 
to have as few constraints as possible. 

Q. But surely in the other direction you 
would prefer not to be totally unconstrained, surely 
there's a point at which you want to be able to say 
listen, I don't want responsibility for this decision, 
it's not a decision I should appropriately make. Isn't 
that right? 

A. We clearly have to make decisions and 
I did indicate that we wanted decisions to be ones that 
would be acceptable publicly because I don't think they 
will be effective unless they are accepted. They have 
to be accepted to be effective. 

Q. Yes. I'm asking a normative question 
though. It's true; isn't it, that some of the 
decisions relating to planning are decisions that are 


not appropriately made by planners, they are 
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appropriately made by regulatory boards or by 
politicians or by other means other than planners? 

A. As I've indicated, we like to have 
and we need to have public acceptance of our plans. 

Q. You have talked a number of times - 
you being Hydro witnesses - I'm sorry, as a collective 
body have a talked a number of times in these hearings 
about the fact that certain judgments, that you don't 
feel that you should make them at all. 

For example, judgments about what the 
proper level of certain environmental controls should 
be, or judgments about levels of safety requirement. 
And there's been quite a list of things that you feel 
the government should decide that rather than Hydro. 

And am I right, have I got the right 
impression there? 

A. I'm not sure that it's exactly as you 
have described. We work within a framework that is 
provided by external requirements. That doesn't remove 
from us the requirements to make judgments in those 
areas. 

Q. I just have one other question about 
the approvals process, for now; and, that is, if you 
take a look at page 58 of the DSPS and if you take a 


look at the first complete paragraph about halfway 


Farr & Associates Reporting, Inc. 


Shalaby,Snelson,Tennyson, 27725 
Long,Dalziel,Howes 
cr ex (Shepherd) 


through it/jeitesays: 
However, it is clear that there is a 
risk that the length of the process 

and the potential for delay will cause 

unnecessarily expensive and less 

environmentally desirable options to 
proceed because approval and construction 
of the more desirable options could not 
be completed in time. 

Now, let's not worry at this point about 
the cost side of it, I'm asking only about the 
environmental desirability of options, and I wonder if 
you can give me an example of a short lead time option 
that is on your list of things to do that is less 
environmentally desirable than the long lead time 
options that you are currently considering? 

A. That isn't necessarily what is being 
referred to in that statement. 

Q. Isn't is saying delays in the 
approval process could result in you not being able to 
build the long lead time stuff and, as a result, you 
have to build the short lead time stuff which might be 
less environmentally desirable. Am I reading that 
wrong? 


A. Sorry, yes. You are reading it 
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correctly. The sort of situation I think that is 
envisaged there is, for instance, let us say for 
example that the longer lead time option that was being 
planned was an integrated gasification combined-cycle 
plant, which is about as clean as you can make a 
coal-fired option, and that the approval process for 
that was delayed, then you might very well go with 
combustion turbines to meet your capacity problem and 
generate the additional energy, or most of the 
additional energy by increased use of the existing 
system. And that would probably be higher emissions 
than if the IGCC option had been able to go ahead. 

OSALBuvELvyeis true; isn trict, chat 
generally speaking you have, in your range of short 
lead time options, most of your more environmentally 
attractive options as well; correct, DSM, NUGs, CTUs, 
combined cycle? 

A. DSM is an option that you have to 
work at steadily over a long period of time to get the 
desired results. So I'm not sure that I would include 
that in the short lead time options that are available 
for flexibility purposes. 

Q. Shorter lead time than nuclear? 

A. You have to work at it steadily over 


a decade or so to get the full results, and you can't 
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suddenly turn around and say: I would like to have an 
extra 1,000 megawatts over here in three or four years 
time that I haven't planned on. 

But coming back to your question, some of 
the environmentally more accepted options do have short 
lead times, and the combined-cycle plant some of the 
gas-fired non-utility generation options fall into that 
category and they are relied upon and are responsible 
for it, and that's one of the reasons they are there. 

Q. There's a lot discussion in this 
hearing about whether it's important for you to have 
certain approvals, for example, for nuclear and fossil, 
just to have them available because you might need 
them. 

| And it's correct; isn't it, that aside 
from the cost issue - which I'll get to in a minute - 
from an environmental perspective, you pay virtually no 
penalty if you don't get the approvals today and you 
have to go to the shorter lead time options. Isn't 
that correct, no environmental penalty? 

A. It depends on which particular 
environmental factors you are looking at. 

Q. Overall. 

A. I think Ms. Howes has indicated that 


it's very hard to make a judgment overall on 
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environmental factors, that one is looking at managing 
the situation with respect to a wide variety of 
environmental factors, all of which have to be managed. 
P3215 pint 

Q. Okay. Back on page 21 of DSPS you 
have a heading there Unit Size, Plant Size, and 
Flexibility. And your strategic item in 5.3 is, your 
strategic principle is, single or two unit commitment 
of economically sized units in multi-unit stations will 
be considered to maintain flexibility. 

And then on page 59 that is further 
explained in the first complete paragraph, where it 


says in the last sentence: 


- It is possible to achieve most of the 


economies of multi-unit stations by 

staged commitment of one or two units at 

a time while preserving flexibility to 

Slow down or cancel later units. 

And that's what you are doing in your 
planning units, isn't it, your long-term planning? 

A. We are relying upon that, yes. But I 
am not sure that we have particularly shown that in the 
Update Plan. 

Q. Well, isn't that what you were saying 


you were going to do with the CANDU 6s at the end. 
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A. One of the advantages we see in the 
CANDU 6s over the 4 by 881 plants, as I said in my 
direct evidence, actually goes beyond the strategy 
element but is consistent with the spirit of it, and 
that is that the CANDU 6s are closer to independent 
single-unit stations than the 4 by 881. And so you do 
have more freedom to commit them one at a time and to 
build them in a staged manner. 

Q. Now, you are not asking for any 
approvals for those, of course. 

A. That's correct. 

Q. But they are included in your 


calculation of avoided costs, aren't they? 


- A. Yes, they are. 


Q. And when you include a multi-unit 
staged commitment facility in your plans, how do you 
cost it today? Do you assume that all units will be 
built, or only the first is built, or some combination? 

A. I believe it is that all four are 
built in sequence. 

Q. But it's more expensive on a per 
megawatt basis to build only one unit of a multi-unit 
Station rather than all of them, right? 

A. satThat sss correct. 


Q. And if you are adopting a staged 
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commitment strategy, there's some possibility you will 
have to stop after the first unit; right? 

A. There's some possibility that you 
might have a larger gap between the first and second 
unit than you planned on. 

Q. Now, there is, is there not, a 
probability technique commonly used in planning to 
predict the expected cost of a facility where more than 
one possible future is contemplated; right? 

A. There are techniques to calculate a 
variety of paths into the future and weight them by 
probabilities to achieve a result. 

Q. Is it correct that simply put you 
multiply the cost in each possible future by the 
probability of that future occurring and add the 
results together to get your expected value? 

A. That is the method of calculating the 
expected value, which I believe was discussed in 
chapter 6 of Exhibit 3. 

Q. Yes. Now, I am going to ask you to 
bear with me while we go through a simple example. 
Let's assume a four-unit station in which each unit 
costs $700 and the common facilities cost $400. Now, 
am I correct that if we build all four, the total cost 


is $3,200 so the cost per unit is $800? 
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Ns =SOrry..) It. 3S Our UlNilco,, eacu. One 
costs $700. 

Q. $700 direct costs. 

A. And $400 common facilities. 

Q. Common facilities. 

A. And how big are the units? 

Q. It doesn't matter. They are equal 
sizes. 

A. Okay. So the total cost is $3,200. 

Q. Yes. So each unit costs $800, right, 
if you build all four? 

A. Yes. 

Q. And that's how you cost it for 
avoided costs purpose. 

A. Yes, there is a some adjustment to 
this with regard to timing and present values. 

Q. But it's basically it. 

A. Essentially, I think for the point 
you are interested in, yes. 

Q. And if you stop after the first unit, 
that unit costs $1,100, right, being $700 plus the 
costs of the common facilities. 

A. If you never proceed with any of the 
other units, yes. 


Q. Okay. If you did a probability 
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analysis that said there was an 80 per cent chance of 
building all four and a 20 per cent chance of stopping 
after one, and I understand I'm simplifying this 
enormously but we just simply can't do the real math of 
all the various probabilities. If you did just those 
two probabilities, 80 per cent all four, 20 per cent 
one only, am I correct that the way you would calculate 
that is you multiply $800, the cost of one unit out of 
four, by 80 per cent and you get $640. You then 
multiply $1,100, which is the cost of one unit by 
itself, times 20 per cent to get $220. And you add the 
two together get $860, which probabilistically is the 
expected cost of the first unit of that facility; 
correct? 

A. That is one way of looking at it. 

Q. Okay. But we are now talking about 
probabilistic costs analysis. I realize there are 
other ways of doing cost analysis. But using 
probabilistic cost analysis, that is the right answer, 
ishuteit 

A. This is assuming you are comparing 
two options. One which builds one unit, one which 
builds four.. So they are doing different jobs. So you 
would have to put this into a complete scenario as to 


how the power system was to develop and what the other 
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circumstances were. But as I have said, this is one 
way of looking at it. 

Q. Okay. I'm not comparing two options 
here, Mr. Snelson. I thought that was clear. I am 
comparing two futures for one option, isn't that right? 
Isn't that what probabilistic analysis does? 

A. Probabilistic analysis can be used to 
analyze a whole host of different situations with 
probabilities associated with them. 

Q. All right. The example I gave you -- 
you are not misunderstanding me, are you, that we are 
talking about a decision today to build a staged 
commitment four unit facility and building in the 
flexibility to stop after one or after two or after 
three. So what we are talking about is one planning 
decision which has two, in this case, two possible 
future outcomes, right? 

A. Yes. 

Q. And the proper way, isn't it correct, 
the proper way to cost that, assuming you know the 
probabilities, is as I described; correct? 

A. You would be costing out, if you were 
doing avoided cost calculations, you would be doing it 
for a variety of scenarios for the future, and this 


would be one part of it. But I have accepted that this 
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is one way of looking at it. 

QvesAnadsthatrisanoty inyfact; howlyou do 
it in your avoided cost calculations, is it? 

A. I believe the avoided cost 
calculations are based on -- the latest version, I 
believe, are based on the update nuclear managed 
surplus case. And one can look at the capacity 
additions associated with that and see the schedule 
they are on. And I believe that they are on a schedule 
that is a continuous program of building for that one 
site. 

Q. And it is true, isn't it, that 
mathematically that must mean that your avoided costs 
are understated with respect to staged commitments 
facilities, isn't that correct? 

A. This is a factor that would tend to 
increase avoided costs if it was taken into account. 

Q. Back on page 21 here of the DSPS, you 
talk about site acquisition. And you say, 

New sites for major generating plants 
shall be sought to allow generating 
stations of economic size to be built 
while maintaining a geographical balance 
of electricity demand and supply. 


Now, am I correct that it is not your 
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current belief that you have a geographical balance 
today, that you believe that there is somewhat Crwa 
geographical imbalance between demand and supply today? 

A. The statement here talks about 
maintaining a rough balance in load and generation in 
broad areas of the province. And this is something 
that is a matter of degree. At present, we do have 
about half our load that is visible from the top of the 
CN tower and we do not have half our generation that is 
visible from the top of the CN tower and we are out of 
balance to that degree. 

Q. Well, in terms of sites for new 
facilities, it's true that the sites you currently own 
do not represent a good geographical dvaeenbawea Lor 
new facilities, do they? As the ones that you could 
put more capacity on, they do not have a good 
geographical distribution, do they? 

A. Which sites have you got in mind? 

Q. Well, I'm talking, I mean, I'm | 
talking about all of the sites you currently hold. 

A. Darlington "B" site, Wesleyville. We 
have sites possibly for combustion turbine units at 
some of our existing plants. Possibly there's been 
talk about Hearn and Keith generating station sites, 


Lennox. 
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Q. Let me help you out. This isn't 
fair. Turn to page 59 of DSPS and you will see the 
paragraph in the middle of the page. About halfway 
through it Hydro says, and this was in 1989-- 

A. Yes. 

Q. At present, sites owned by Hydro that 

are suitable for economically-sized 

fossil or nuclear plants are not well 

distributed across the province. It is 
important to acquire new sites so that 
when major new generation is required, 
this balance can be maintained. 

A. I think the statement here is 
referring to, I talked about Wesleyville, Darlington 
and Lennox. They are the three largest sites that are 
available to us, and they are all east of Toronto. And 
to that extent, the balance is not very good. 

Q. Okay. And if you take a look earlier 
in that paragraph, you say, the key reason for getting 
this balance is, the fourth line in that paragraph, to 
minimize total system costs; correct? 

A. Yes. 

Q. On the other hand, now that's from a 
system point of view. But on the other hand it's true, 


isn't it, that if you model a particular new station, 
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you propose to build a nuclear station, for example, 
and you model it as if built on a cheaper site or on a 
new site, the new site model is going to be more 
expensive, right? 

A. That's the way in which our 
calculations are done, and they show that result. 

Q. In the materials that you filed since 
the DSP Update, the managed surplus plans, for example, 
you are assuming in each case that the new major supply 
from fossil or nuclear is built on existing sites, 
correct? 

A. NO. 

Q. Okay. In your costing, did you 
assume a new site, then? 

A. I believe that we assumed that the 
first major supply addition would be an existing site 
and the second one would be new site. 

Q. Okay. I think that might be an 
appropriate time to take a break, Mr. Chairman. 

THE CHAIRMAN: All right. Fifteen 
minutes. 

THE REGISTRAR: Please come to order. 

The hearing will recess for 15 minutes. 
---Recess at 3:30 p.m. 


---On resuming at 3:52 p.m. 
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THE REGISTRAR: Please come to order. 
This hearing is again in session. Be seated, please. 

THE CHAIRMAN: Mr. Shepherd. 

MR. SHEPHERD: Mr. Chairman, before I go 
on, I would like to introduce Dr. Chris Chapman from 
the University of South Hampton who is assisting me on 
some aspects of this cross and he is seated to my 
right. 

Q. Mr. Snelson, we had a discussion 
yesterday - which believe me I'm not going to reprise - 
on your priorities as between various types of options. 

And I'm getting the sense - and tell me 
whether I have got this right - I'm getting the sense 
that you make decisions on whether to proceed with new 
facilities or indeed any option, including a life 
extension or something like that. 

As I understand it, what you do is you 
have a menu of acceptable options and you choose from 
that menu the package that gives you the best overall 
result with all criteria taken into account. Is that 
right? 

MR. SNELSON: A. Yes. In putting 
together the comprehensive plan, we do look to see 
whether the package overall has the right balance. 


Q. And you are choosing from a menu of 
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acceptable options that you prevented? 

A. A menu of acceptable options, 
SOrry...? 

Q. That you have vetted in advance so 
that there are some options that you have taken off the 
menu because they are way too costly or they are not 
environmentally acceptable or whatever? 

A. At the stage of putting together 
plans we may have formed some opinions as to some 
options that are not likely to be part of the package 
and not considered further. 

Q. Okay. And you ask yourself questions 
likes Is it better overall to get 1,000 megawatts more 
eee Management in NUGs or to get 1,000 megawatts 
through the Manitoba Purchase. You ask that sort of 
question of yourself; right? 

A. When we were negotiating the Manitoba 
Purchase we specifically addressed the question of how 
the system would develop with the Manitoba Purchase and 
without the Manitoba Purchase and what the differences 
would be. 

Q. So it's not a choice between options 
then, it's a yes or no choice on a given option? 

A. The specific analysis of the cost and 


value was done on that basis, there were also 
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comparisons made in broad terms with other options 
which I believe are discussed in the relevant exhibit. 

Q. Okay. And that relevant exhibit that 
answers that question, do we do this or do we do that, 
for Manitoba, that's 442.7; right? 

A. That is the latest evaluation. The 
Original evaluation was Exhibit 434.3. 

Q. Okay. But that's what a decision 
analysis looks like from your point of view? 

THE CHAIRMAN: And 434.3 is 286; is it? 

MR. SNELSON: It's the system planning 
report 686. 


THE CHAIRMAN: 686. 


s MR. SNELSON: Yes. 


MR. SHEPHERD: Q. And that's a decision 
analysis; right, that's how you make the decision or 
that's the documentation of how you have traded off 
everything in that decision? 

MR. SNELSON: A. Yes. 

Q. And you decide whether to proceed 
with any option in basically the same way; correct, you 
do a formal decision-making process to determine: Do 
we do this or not? 

A. At the time of the commitment of an 


option, yes, we do that. 
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Q. Well, at the planning stage do you do 
that? 

A. At the planning stage we may not do 
that for each and every option because we are not 
making the commitment to each and every option, we 
would be looking at overall plans and we may look at a 
number of different overall plans with different 
balances. 

Q. So your decision isn't final so you 
don't have to be as rigorous. Is that a fair 
characterization? 

A. The decisions are reviewed at various 
stages through the development of plans and projects 
and they are reviewed -- for instance, a plan will be 
put together which is the current view and it will 
include various options at various stages of 
development ranging from those that are committed 
through to those that are in some form of approval 
process to those for which the approval process has not 
yet been started. And in parallel with that we will 
also be doing evaluations with respect to specific 
options, and as the option itself - let's say it's a 
hydraulic generating plant - there will be a decision 
made at the start of the definition phase: Is this a 


good enough option that we should proceed through the 
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definition phase? 

And we would make a specific decision and 
there would be some analysis associated with that, and 
if that was yes, then that would lead to the 
development of the environmental assessment and the 
Site-specific hearing. 

And once approvals have been obtained, 
there's a commitment decision to make: Should we 
commit the construction of this option, and that is 
where the most rigorous decision analysis is probably 
done because that's where the biggest commitment is 
being made. 

Q. Okay. So, for example, on fossil 
life extensions a number of people have asked: Do you 
have something equivalent to the analysis in 442.7 for 
fossil life extensions, and you don't; right? 

MR. SHALABY: A. We indicated an 
interrogatory that has evaluation of the fossil life 
extension. 

Q. Yes, and you have also indicated -- 

A. 8.9.119, I remember. 

Q. That's right. And you have also 
indicated in your evidence that it's a much more 
rudimentary analysis that we see for Manitoba; correct? 


A. I accept that, yes. 
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Q. Okay. And one of the reasons you can 
do that is that you are going to have another kick at 
that decision later: aren't you, when you have more 
money to commit? 

A. Also not all the variables are very 
clear or all the parameters are well understood, so the 
extent of the analysis is commensurate with how much 
you know about the problem as well. 

Q. But it's also commensurate; isn't it, 
with the amount of money and the amount of time and 
effort and risk involved in what you are deciding to do 
at this point. Right? 

A. I accept that, yes. 

- Q. Okay. Now, let's move from Ontario 
Hydro's perspective where you have this series of 
decision points to this Board's perspective. 

Now, this Board is being asked to make 
decisions on a plan that has a number of things in it; 
right? 

MR. SNELSON: A. This Board I believe is 
being asked to give approval for some specific 
facilities and that has to be done within the context 
of an overall plan. We think that is what is useful. 

Q. Okay. And this Board, except with 


Manitoba which is an unusual situation, is presented 


Farr & Associates Reporting, Inc. 


Shalaby,Snelson,Tennyson, 27744 


Long,Dalziel,Howes 
cr ex (Shepherd) 


with the more rudimentary analysis because that's the 
only place you are at right now; right? 

A. When one is looking at a broad plan 
without specific details and one is trying to decide on 
the broad direction to go, then one should be looking 
at general information, and that's what we have brought 
forward. 

Q. I understand. But you are asking 
this Board to say go ahead and build 1,800 megawatts of 
hydraulic; right? 

A. We are asking this Board to give 
approval of the rationale and need for 14- to 1,800 


megawatts of hydroelectric capacity. 


* Q. Right. And once that approval is 


given, if it is, that approval will never again be 
considered; will it, by any other independent body, it 
will then be left in Hydro's hands to make the more 
rigorous analysis later on; correct? 

A. The more rigorous analysis we are 
referring to is the specific analysis of specific 
hydroelectric projects, and my understanding is that we 
were somewhat constrained in how much site-specific 
information we could bring to this hearing. 

Q. Okay. Are you familiar with the 


concept of zero-based planning? Do you know what that 
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means? 

A. That may mean different things to 
different people, so... 

Q. Okay, let me -- 

A. I have some broad concept but I'm not 
sure whether it's the same as yours. 

Q. Let me describe the concept as I 
understand it, as referring to planning which assumes 
at any given point in time that absolutely all options 
are available to you, including things like closing or 
ramping back existing units, selling them off, 
increasing your demand side controls, and implementing 
supply side options. 

BN Do you understand what I mean by the 
concept, nothing is off the table, start from zero? 

A. I believe that that is what our 
demand/supply option study that has led to this process 
has been, yes. 

Q. Okay. Well, you never considered in 
any of your planning process let's model the system on 
the assumption that we close Bruce "A"; have you? 
That's not one of the options on the agenda? 

A. No, though the analysis of the 
decisions with respect to continuing to keep Bruce "A" 


open has considered that possibility. 
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Q. All right. But we are not talking 
about that decision, we are talking about your 
planning. In your planning you haven't modelled that? 

A. The planning is the totality of all 
the planning that we do, and we have brought a very 
large volume of material to this hearing. There are 
other aspects of planning that are still captured that 
aren't necessarily relevant to the approvals is being 
sought. 

Q. You haven't at any time put forward 
the possibility and modelled it as a possible plan the 
phase-out of all existing coal generation in order to 
manage CO(2) and acid gas problems; have you? 
as A. We have considered in your decisions 
to rehabilitate Lakeview generating station the 
possibility that it might be closed. 

Q. That's not the question I'm asking. 
You haven't modelled that more radical change to your 
system; have you? 

Let's just stop with coal, phase it right 
out. 

MR. DALZIEL: A. I think in Exhibit 3, 
Case 23, goes some way to what you are describing. 

Q. Does that propose the phase out of 


coal? 
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A. It showed a very heavy reliance on 
nuclear generation in the future and the retirement of 
existing fossil facilities on their 40th anniversary. 

Q. Yes. 

A. So in the long run there was a 
significant decrease in the fossil facilities. 

Q. Okay. 

A. I would say essentially a phase-out 
of the fossil facilities. 

Q. So that's like saying, what if we 
choose an all nuclear system as opposed to the sort of 
more balanced system we have today; right? 


A. It's representative of that, yes. 


3 Q. It's not saying, what if we make this 


assumption, no more coal, now what are we going to do, 
let's see what the options are; is it? 

A. It's one way of indicating the future 
without coal. 

Q. Is it possible, Mr. Snelson -- let me 
rephrase this. The way you do your planning, is there 
any way that you can tell whether very radical changes 
in your approach to the system would produce a better 
system either environmentally, economically or 


whatever. Do you have some sort of way of determining 


that? 
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MR. SNELSON: A. We did look at some 
quite radically different types of system in the work 
that preceded the demand/supply planning strategy. 

O. ) Such as. «22 

A. We looked at systems which provided 
all of the requirements from new supply options with no 
demand options, we looked at systems which relied 
entirely upon demand options for new facilities and 
avoided completely new supply options. There's two 
examples. 

Q. Suppose you decided to - this is just 
an example - suppose you decided to phase-out coal and 
replace it with demand management renewables, and 
high-efficiency gas exclusively, nothing else, if you 
did that one of the results would be a very high demand 
in Ontario for demand management renewables and 
high-efficiency options; correct? 

A. I presume so. 

Q. And typically one effect of 
increasing the volume of your procurement of those 
options in the long term - I understand there's a 
short-term price impact - but in the long term, 
typically that means prices will go down; right? 

A. I'm not an economist. I think that 


the effect of increased demand can either be to lower 
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costs or increase costs. 

Q. If you decided today that you were 
going to have 5,000 megawatts of fuel cells by 2015 -- 
sorry, 2014 in deference to my friends, 5,000 megawatts 
of fuel cells, that decision alone would typically; 
isn't it true, it would typically have the result that 
the technology would advance and the cost would go 
down? 

A. The world-wide effort into developing 
fuel cells is such that I don't think that what Ontario 
does will have a very substantial effect on the 
development of that technology. 

Q. You haven't modelled anything like 
that? 

A. We did include a component for fuel 
cells in the enhanced plan. 

Q. No, I‘m sorry, I was describing a 
very radical shift where you say: We are just going to 
close our coal stations and go directly to this sort of 
green energy package. You haven't modelled that; have 
you? 

A. Explain to me again the 
characteristics of the system. I'm thinking of the 
various cases that we have done through time, and I'm 


just wondering what we have got that -- 
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Q. We are going to phase out coal, let's 
say, over the next 10 years, by the end of 10 years no 
more coal. 

A. Well, I think the scenario Mr. 
Dalziel pointed to of a very high level of construction 
of nuclear plants such that the energy production from 
coal would be much reduced, is one situation that is 
somewhat close to that. 

Q. But I didn't ask you that. I 
proposed a hypothetical where you phase out coal, you 
replace it with this package of sort of environmentally 
preferred options. 

A. We did look at -- sorry, phase out 
existing coal? 

Q. Phase out existing coal, replace it 
with all new supply with a package of more 
environmentally attractive options, demand management, 
renewables and high efficiency. 

A. We have looked at distributed cases 
which rely upon gas-fired options and demand 
management. 

These probably wouldn't phase things out 
as fast as your hypothetical though. 

Q. Has Hydro ever had a person or a 


group of persons with the, internally, express 
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responsibility of challenging the accepted wisdom and 
proposing radical changes, sort of a radical change 
division; right, have you ever had anything like that? 

A. No. We have some people in the 
organization who have some pretty radical ideas at 
times, but I don't think we have ever put them 
altogether in one place. 

Q. I thought they were all in the 
nuclear division. 

What do you think, Mr. Snelson, of the 
wisdom of Hydro establishing sort of a think tank of 
people whose job is to challenge conventional wisdom, 
who are given resources and a mandate to do that. 
= I'm asking you from a planning point of 
view, obviously your planning is going to be affected 
by the views within the organization and by the sort of 
input you get, conventional versus unconventional. 

I'm asking you, how would that affect you 
as a planner; would it improve your planning, your 
thought processes, et cetera? 

A. It's not really a question that I 
have addressed in those terms. I don't have an 
opinion. 

[42:3 yom) 


Q. It's true, isn't it, that there are 
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companies around the world, particularly large 
companies that have exactly such a system, sort of a 
radical change division that has exactly that mandate, 
are you familiar with that? 

A. No, I am not. 

Q. Well, how do you ensure that the 
people who are making decisions like yourselves or like 
the people who are giving you input as to costs, as to 
ways of doing things, et cetera, aren't just stuck in 
the conventional approach to things? How do you ensure 
that? 

A. We did, in preparing the 
Demand/Supply Plan, precede it, for instance, with 
processes such as the thermal cost review and the 
nuclear cost inquiry. And through those processes, 
people were challenged with respect to the practices as 
to preparing cost estimates and so on, in that process. 
And that is an example. I cannot say that is 
comprehensive, but that is an example. 

Q. We, obviously, have different 
concepts here. I'm talking about radical change. 
Certainly ONCI and the thermal cost review were not 
being done by a bunch of radical crazies, were they? 
They were being done by people who had the normal 


conventional views of many of the issues being dealt 
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MR. SHALABY: A. Mr. Shepherd, I think 
if we sort of recall planners or corporate executives 
or people in Hydro that maybe left the company 5 or 6 
or 10 years ago come and see our plans today, they 
would certainly say this is a radically different plan, 
radically different thinking than what they are used 
tO. 

The product in front of this Board today 
is a radically different plan from, I don't know what 
you call conventional; but for a utility to be relying 
on a demand management non-utility generation that we 
are, and the partnership we want to work with, with our 
customers and with the nnivatte sector, that is, indeed, 
radical. 

I don't know how much more radical you 
want you to get. But for a utility the size of Hydro, 
to change in the short number of years in the late 80s 
and early 90s, I consider that radical change. 

Q. There is certainly a number of 
utilities in the United States that have gone a lot 
farther than you have, aren't there? 

A. The entire utility industry has made 


a radical move. 


Q. So you are sort of still in the pack, 
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aren't you? 

A. We are in front of the pack in many 
aspects and perhaps in the middle of the pack in other 
aspects. 

Q. Okay. 

A. Just this image that there is no 
challenge of conventional wisdom, I reject that. The 
company is full of ideas and innovations, whether it's 
in normal day-to-day activities or the research 
division or the corporate planning branch or many other 
parts of the company come with different ideas. And 
many of them have found their way into the corporate 


plan that you see in front of you. 


= Q. One of the areas that is of 


considerable concern to you, isn't it, is how you 
manage uncertainty? 

A. Yes. 

Q. And that's been of concern to Hydro 
for some years, right? 

A. Yes. 

Qs vin’ fact,, camgbcraghtithat (forsthe 
first time you are actually in the process now of 
formally studying it, announced in March to be 
completed in July? 


A. Studying what? 
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Q. A formal study of how you manage 
uncertainty. 

A. I wouldn't think this is a first 
time, no. The label on the group may be different from 
time to time, but I indicated in my evidence, and I 
repeated here, that managing uncertainty is the ongoing 
business of the company. That's something that we do 
day-to-day, have done in the past and will continue to 
do in the future. 

Q. That study of how you will manage 
uncertainty in the future, that, obviously, was not in 
place at the time you did the DSP Update, right? It 


couldn't have been; it was just started. 


= A. . Maybe we can inform others what we 


are talking about here. Are we having a private chat 
to the exclusion of others -- what is it that you mean 
by the study group? 

Q. Maybe I have misunderstood. You have 
agreed, haven't you, that a study was instituted in 
March by management specifically on the management of 
uncertainty to report in July to the senior management 
committee; correct? 

A. Without knowing exactly when this 
started and when they are to report, that management of 


uncertainty is something that was associated with the 
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development of the Update under that heading, the word: 
management of uncertainty. And perhaps formally there 
has been a group assigned to work out some details, 
work out some scenarios and report back to the business 
planning workshop of the company. 

Q. And I presume that the results of 
that study will be tabled before this Board? 

A. I don't know that. 

Q. I wasn't clear. Are you familiar 
with the study I'm talking about? 

A. I am familiar that there is a group 
of managers and senior people that are meeting 
frequently to discuss that subject and to be of 
assistance to the business planning process of the 
company. 

What they would produce -- and that's why 
I am hesitant to say the results will be available to 
this hearing. I don't know whether there would be a 
product that would be of assistance to this hearing. 
If there is, it would be made available. If there 
isn't, there isn't. 

Q. I do want to talk about the DSPS. I 
haven't left that document yet, except in spirit, 
perhaps. But I would like to explore the idea of 


goal-oriented planning. And let me get to it this way. 
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As I understand your current planning approach, this is 
at sort of a macro level, first you determine what the 
demand for your product will be in the future. Second, 
you investigate what steps you can take to modify that 
demand through demand management programs, et cetera, 
and third, you take the gap between supply and demand 
that remains and determine what is the appropriate mix 
of supply options that are best used to fill it. Have 
I got the crude sketch right? 

MR. SNELSON: Yes. I think there is 
finer detail with respect to non-utility generation and 
hydraulic and there is the examination of the resulting 
product to see whether it is balanced and integrated 
-and whether there is some need to go back to the 
beginning of that process and repeat. 

Q. Now, this type of planning is driven 
at the outset by the concept of filling a need, right? 

A. It's driven by the forecast of the 
needs for electricity services by the people of 
Ontario. 

Q. Would you agree that it's just as 
valid conceptually to decide first what you want your 
demand and supply system to look like at a certain 
point in the future and all its attributes and then 


develop a set of steps to get there? Would that be 
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just as valid? 

A. I am not sure that would be 
consistent with meeting the needs of our customers. We 
start out with what are the needs of the customers and 
how we best meet them. And that is what we see as our 
primary function. 

Q. So I take it, then, that you believe 
that this concept of filling a need as a planning 
approach is intrinsic to you what you do. It's not 
something that you could challenge because it's just 
something that you have to do. 

A. I believe that the corporate goal, 
for instance, is to talk about meeting the needs of the 
people of Ontario for electricity services. And 
Exhibit 74, I think, has that stated somewhere. 

Q. Undoubtedly. 

A. Pardon? 

Q. Undoubtedly. I accept that that's 
basic to your planning. You do not need to quote the 
DSPS, unless you want to. 

A. no iecannot. turn itvupythisyquickly, but 
I believe that that is stated as the corporate goal. 

Q. Now, in project planning, unlike 
system planning, you do have a very clear picture of 


what you are going to end up with, right? You have a 
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hydraulic station. And it has certain attributes. And 
you decide what it is, what it is going to look like, 
what sort of thing you are going to end up with. And 
then you develop strategies for how you get to that 
thing, right, which can include decision points where 
you have uncertainties and things like that. But 
ultimately you know exactly where you are going to end 
up, right? 

A. Well, when your start planning a 
hydraulic facility, then you usually start from 
identifying a stretch of river that has a sufficient 
flow and a sufficient dropping in head of the river. 
And there can be several alternative ways of developing 
+hat hydraulic potential. One generating station that 
develops the whole head, several generating stations 
spread along the river, there can be a variety of 
options. 

Q. You could say, couldn't you, 
something like this: By the year 2005 we want to have 
a system that has a specific generation mix, let's say 
50 per cent renewables, 30 per cent nuclear, and 20 per 
cent large hydro, that meets certain environmental 
targets that we will establish today, that has a 
particular overall demand for electricity, let's say a 


110 per cent of present demand, and has the lowest 


Farr & Associates Reporting, Inc. 


24 


25 


Shalaby,Snelson,Tennyson, 27760 


Long ,Dalziel,Howes 
cr ex (Shepherd) 


possible short- and long-term cost. You could make 
that decision today, paint that picture right now, 
couldn't you? 

A. You could paint such a picture. I'm 
not sure what you would achieve by doing it. 

Q. Well, once you did that, you could 
then establish a series of plans to meet that, couldn't 
you? 

A. Well, I think if I was an executive 
for Ford Motor Company and I was considering opening a 
plant in Ontario and I was told you cannot have 
electricity supplied in Ontario because Ontario Hydro 
did not include your demand in its plans; it planned on 
only 80 per cent of the expected demand in the year 
2010 and so we do not have room for that motor company 
planned in Ontario, I am not sure that is consistent 
with our mandate. 

Q. So you can't control your demand? 

A. We can, we do assist our customers to 
reduce the amount of electricity that is used in 
providing a given level of electricity service. And we 
may advise customers in terms of what we think are 
appropriate ways of using electricity in other ways. 
But I think that when it comes down to it, our purpose 


is to provide the electricity services that our 
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customers need. 

Q. Well, isn't that inconsistent with 
your demand management programs? You said, our plan is 
we are going to have 4,800 megawatts of demand 
management by the year 2000, or whatever it, and we are 
going to do it. So isn't that exactly what you just 
said you can't do? 

A. No. We forecast the level of basic 
demand, which is the level of electricity services that 
we believe our customers need, and we will meet that 
level of basic demand by some mix of increased 
efficiency which allows that electricity demand to be 
met, that electricity service demand to be met by less 
electricity, and some mix of supply options that 
actually generates the electricity to meet those 
services. 

But the level of electricity services 
which are required which is essentially the forecast of 
basic demand is what we see as being our forecast of 
what our customers need. And we recognize there are 
uncertainties; it might be higher, it might be lower. 
And those uncertainties are quite large. But our 
purpose is to meet the needs of our customers. 

Q. So I take it, then, that you say you 


can identify a certain amount of control of demand, 
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demand management, that you are capable of doing; and 
once you have identified that, you can work to achieve 
that goal and, in fact, achieve it. But that you can't 
take as your goal what the ultimate demand is, the 
overall demand, and achieve that goal in the same way, 
because the amount that you have to achieve is 
uncertain. 
{4:28 p.m. ] 

A. Yes, that's the way our planning 
process works. 

Q. Okay. I know that is how your 
planning process works-- 


A. Yes. 


2 Q. --I'm asking you whether you could do 


that? 

A. I don't believe that would be 
consistent with meeting the needs of our customers. 

Q. Okay. So I take it then that demand 
Management is not an appropriate response option for 
upper load growth? 

A. Yes, it may be. 

Q. It may be? 

A. Yes. 

Q. All right. How do you reconcile that 


with what you have just said? 
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A. Well, it may be that under upper load 
growth conditions it would be worthwhile Ontario Hydro 
encouraging electricity efficiency options, say, which 
were additional to the ones that would be implemented 
in median load growth. 

That would still be supplying the level 
of basic electricity demand, still be supplying the 
electricity services that people want, and the whole 
principle of demand management that we work with is 
that we are trying to find the best balance of demand 
and supply to meet the electricity services 
requirements. 


Q. All right. 


as DR. CONNELL: I wonder, Mr. Shepherd, can 


I just interpolate a question-- 

MR. SHEPHERD: Sure. 

DR. CONNELL: --that I think is relevant 
to yours? 

Perhaps I could put this to Dr. Long. 
I'm intrigued by Mr. Shepherd's concepts of transition, 
fairly radical transition. 

And if we could just assume that Hydro 
has in place a particular generating station, but let's 
assume that it's carried on your books as an asset 


valued at, let us say, a billion dollars at the present 
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time. 

I assume if you could do the bookkeeping 
to isolate that plant, that it would also be generating 
cashflow from the sale of that energy which would -- 

DR. LONG: We don't do the accounting 
that way. 

DR. CONNELL: I know you don't, but 
inasmuch as your revenue more or less meets your 
expenses, on average that would be the case; wouldn't 
Lt? 

DR. LONG: Well, we can certainly track 
the costs associated with the plan. 


DR. CONNELL: Yes. 


iS DR. LONG: And, as you say, you somehow 


Or other equate that part of the revenue. 

DR. CONNELL: Yes. So this billion 

r 

dollar asset would be matched on the other side of the 
balance sheet with a certain amount of debt, a certain 
amount of imaginary equity, and you might need a 
cashflow of, let us say, a hundred million a year to 
cover the debt service and the return on equity, 
just as a rough -- 

DR. LONG: We don't have an explicit 


return on equity, but I understand what you mean, yes. 


DR. CONNELL: Yes. So if you decided 
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then to phase out that plant - and I'm going to use 
here the concept of overnight - let's suppose you did 
it overnight and replaced it overnight, you would in 
effect be writing off that billion dollar asset and you 
would have to find some other way to deal with the debt 
service and the return on equity? 

DR. LONG: That's correct. 

DR. CONNELL: Now, if you were going to 
replace it overnight with some other type of 
installation - let's assume there is a $2 billion 
installation because it's going to be brand new and 
have bells and whistles - and if you wanted to have 
that installation cover your cashflow, it would have to 
cover not only the 2 billion that it cost in capital 
but also the billion from the one you phased out. 

In other words, you would have to 
generate 50 per cent higher revenue than would be the 
case it were simply a green field's project. 

DR. LONG: I think I understand what you 
are saying. 

I guess the hypothetical would depend on 
exactly -- you said overnight, and the treatment of the 
write-off would certainly depend on the particular 
circumstances and the particular period of the phase-in 


or the phase out. 
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But you are right, if nothing else 
changed we would have, as you put it, a $3 billion 
asset that needs the requisite debt servicing and so on 
associated with it and our revenues would have to 
reflect that. 

DR. CONNELL: Can you go on from there, 
just imagine generally - it sounds unattractive - but 
might there be a set of circumstances if this plant 
were - I have been assuming up to now that, say, all 
environmental considerations were equal and let's carry 
on with that assumption - but let's suppose this plant 
were inefficient in various ways, or in need of serious 
Capital upgrade, let's say its outrage rate was very 
thigh so that in fact, again, if you could isolate the 
revenue it might be seriously deficient in meeting the 
required cashflow for debt servicing? 

DR. LONG: According to, again, the Power 
Corporation Act our revenue requirements are explicitly 
designed to recover all of our costs. So if the costs 
of running that plant were to increase, we would have 
to increase our revenue requirements accordingly to 
cover that. 

So that the concept of a revenue 
shortfall is a little alien. 


DR. CONNELL: No, but if you had 10 
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plants and one of them was in effect costing you 
money-- 

DR. LONG: On average. 

DR. CONNELL: Then the other nine might 
be-- 

DR. LONG: Subsidizing it. 

DR. CONNELL: Yes. 

DR. LONG: Okay, I think I understand 
the concept. 

DR. CONNELL: So if you had a set of 
circumstances in which this one plant was financially 
Gefective in that way, and if you could be convinced 
that this overnight replacement was one that was 
capable of generating the revenue, it was so efficient 
that it could generate the revenue, it could look like 
an attractive proposition? 

DR. LONG: If the plant has a net book 
value and overnight you would replace it with 
something, to use your example, the $1 billion old 
plant with a $2 billion new plant, we would still have 
the associated unrecovered capital on our books and 
that would still have to factor into our revenue 
requirement calculations. 

If, on the other hand, the new plant had 


some other benefits associated with it, say for 
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instance, much lower fuel costs, I think you would have 
to look at the sum total of all of the revenue 
requirement components associated with both the old 
plant, as compared to having the old plant still on the 
books plus the new plant and its associated fueling 
costs. You would have to look at it in total. 

I guess theoretically it's not impossible 
that you could get an overnight favourable situation, 
but I think the more likely situation is that if it 
were the case that the long-term economics dictated 
that the replacement of the plant seemed to make sense, 
I think it's much more likely that, the way we would do 
Our accounting and determine our revenue requirements, 
that doing that overnight would result in some 
increased revenue requirement, higher rates at least in 
the short term, but certainly over the balance of the 
life of the asset it's possible that this favourable 
effect would eventually result in lower rates in the 
long term, if that's the case. 

DR. CONNELL: So again, setting aside for 
the moment any environmental considerations, do you 
think it's possible that Hydro has missed any good bets 
of that sort within the last five years or even looking 
ahead? 


DR. LONG: I'm certainly not aware of 
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any. 

MR. SNELSON: The way we would actually 
approach making the decision, the principal economic 
method we would use to make that decision - and, of 
course, we would look at the rate impacts that Dr. Long 
has been talking about - but the principal indication 
of economics would be the present value economic 
assessment based upon the current situation, and so we 
would be comparing the additional costs of continuing 
the operation of the existing facility, including any 
rehabilitations that are not yet committed, versus all 
the uncommitted cost - which is probably the whole cost 
of the new facility - and in your example, the one 
billion dollars of unrecovered capital is on the books 
from its original cost still, would actually not bea 
component of that economic decision. 

DR. CONNELL: Yes. 

MR. SNELSON: Though, of course, there 
may be financial implications that Dr. Long has been 
talking about. 

DR. CONNELL: Right, thank you. 

MR. SHEPHERD: Q. It's not unusual, Dr. 
Long, for utilities to close plants early because the 
economics say it's better to replace them with 


something else. That happens? 
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DR. LONG: A. I think it happens for 
sure, yes. 

Q. Yes. Nor is it unusual for 
utilities, including Ontario Hydro, to close facilities 
for environmental reasons? 

A. Personally, I'm not aware of us 
closing anything for environmental reasons, but it 
could certainly be possible. Yes, I'll agree to that. 

Q. Okay. Mr. Snelson, you were talking 
about the possibility of painting the future you want 
to get to and then getting there, we were talking about 
the demand management side of that, and you refer to 


your basic job as to meet the needs of your customers. 


_ Iti.istrue;).isn Yt ait ~pithat) your job-1is 


satisfied if your customers' energy service needs have 
been met, whether they meet them themselves, you meet 
them, or they are met from other sources; correct? 

MR. SNELSON: A. Are you referring here 
to energy services or electricity services? 

Q. Energy services. 

A. Energy services. Yes, it is possible 
that some of the needs for energy services are 
shiftable between electricity and other fuels and 
that's the fuel switching component of our demand 


management plan. 
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Q. Or they could meet their energy 
services needs by being more efficient with their 
existing energy; right? 

A. Well, if it's reducing the use of 
electricity and the existing electricity use, then 
that's electricity use efficiency which is part of our 
demand management program. 

Q. Exactly. And isn't it true that 
aside from the cost question, Ontario Hydro is 
basically in a position where it can achieve any, even 
quite radical future without the lights going out; 
isn't that right? 

Thinking long term now, you have enough 
time to make the decisions and spend the money. If you 
are willing to spend the money, the lights won't go 
out; right? 

A. You have to also be able to get 
approvals and the amount of money you might have to 
spend might be very large. 

Q. Yes. But there aren't any long-terms 
futures; are there, that we could reasonably 
contemplate in which the lights would simply go out; 
are there? 

A. Yes, I think there are long-term 


futures where the lights could go out. 
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Q. Aside from global nuclear war, can 
you suggest some? 

A. We certainly had situations in the 
1940s when the lights were going out fairly regularly, 
and that was caused by a high growth in demand at a 
period when there was an inability to build new 
generation. 

Q. And when you were in that situation 
you have a choice; right, you can reduce your 
reliability or you can increase your cost and maintain 
your reliability; isn't that true? 

A. Provided that you can get the 
approvals you need in time and lead times of 
construction are such that you can do that. 

DR. CONNELL: If you can borrow the 
money. 

MR. SNELSON: That could also be a 
constraint. There are many parts of the world today 
where the lights go out regularly for a variety of and 
combination of these reasons. 

MR. SHEPHERD: Q. Okay. One of the 
problems I have heard described of this sort of 
goal-oriented planning, where you try to achieve a 
particular type of system, is that maybe the goals have 


to be set by someone other than the utility. 
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And isn't it true, in fact, that if you 
were to make some sort of shift, let's say to a radical 
reduction in CO(2) and the things that would go along 
with that, that it would be Ontario Hydro's view that 
that goal should be set by someone other than Ontario 
Hydro. Is that generally correct? 

MS. HOWES: A. I think we'd probably say 
we'd want the input from others and Ontario Hydro might 
well contribute to that goal, but if you are using 
CO(2) it's obviously a global issue and I would imagine 
that input should be sought from various levels of 
government and others, you are right. 

Q. I'm asking who should make the 
daecision; Hydro or the government or a Board like this, 
or who, in Hydro's view? 

A. In Hydro's view. I don't think I can 
give you Hydro's view, I can give you an opinion. 

Q. Okay, close enough. 

A. Close enough. I speak for Hydro. I 
would say it's probably a multi-stakeholder group. I 
don't imagine that it would be one group exclusively. 

Q. Okay. Are you describing the 
consensus, Or are you describing a process of 
consultation with one person having the ultimate 


responsibility to say: This is what we will do? 
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A. Multi-stakeholder often works ona 
consensus basis. 

Q. If this Board were to say as a result 
of the evidence before it that it's a condition of your 
approvals or it's something that it requires you to do, 
that you cut your CO(2) emissions in half within 20 
years, you could design a plan to do that; couldn't 
you? 

MR. SNELSON: A. Yes, provided the load 
was reasonably close to that that was forecast. 

Q. And it's true; isn't it, that you 
could design plans to achieve that that were 
sufficiently flexible that you could still achieve the 
goal even with high load growth; right? 

A. You might need a very high degree of 
approvals or a very high degree of preparing for other 
options, yes. 

Q. But you could do it? 

MS. HOWES: A. I think this also lies 
into the all things being equal. I think if it was a 
condition from this Board, there would probably also be 
a requirement or some consideration of other industries 
also to cut back on their CO(2) emissions, and if it 
resulted in, for example, the transportation sector 


moving to electric cars, we would have probably a very 
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difficult time achieving a CO(2) target because of 
other industries moving off fossil fuels to 
electricity, and then we would be looking at 
considerably different perspectives. 

So I think there must be some conditions 
on this particular question that you are asking. 

[4:47 p.m. ] 

Q. But if you had that sort of bald 
condition and accepting that in some futures it could 
be very difficult to achieve, you would still achieve 
it, right? You wouldn't be coming back to the Board 
Saying sorry, we can't do it. You could still achieve 


Tt 


- MR. SNELSON: A. There could be a lot of 


conditions on how we could achieve that. For instance, 
if you were to take all our coal-fired plant, and let's 
say that the forecast was that the use of coal in other 
circumstances was going to increase by 50 per cent from 
today's levels, and you were to say, well, we can 
replace that with couibieateyete gas, non-utility 
generation at about half the emissions per unit of 
electricity of the coal, then we could reduce our coal 
emissions but they would only be down to about 75 per 
cent, that's 1-1/2 divided by 2. 


Q. Yes. 


Farr & Associates Reporting, Inc. 


Shalaby,Snelson,Tennyson, 27776 
Long,Dalziel,Howes 
cr ex (Shepherd) 


A. 75 per cent of current levels. And 
you would need to have options that had even lower 
carbon dioxide emissions and combined-cycled gas. 

Q. So you might have to go after fuel 
cells with more effort or solar. 

A. Or nuclear. 

Qs. Or snucLéarivel tmygoinguto wetyto 
nuclear. 

A. Yes. And in some of those cases, 
when we need approvals from this Board or some other 
environmental assessment board and other bodies to 
achieve it 

Q. All right. So what you are saying is 
at 1S difficult toidog wit couldibevdvificult ptosudo. 

Aww Ititcould be diffaculteto dowasult 
would have a lot of implications. 

Q. And I guess the final step in this 
example is, the same condition but in a context of a 
permanent moratorium on new nuclear, you could still do 
it, couldn't you? 

A. If cost were no object, you may still 
be able to do it. 

Q. Of course. That's. what you do with 
things like acid gas and other things; you work with 


the government or the regulator, whoever it is, on what 
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limits will be placed on you, but ultimately you have 
to accept their decision and get on with the job, 
right? 

MS. HOWES: A. Generally, yes. 

Q. Now, I have asked about CO(2), but I 
presume the same answer is given if we contemplate this 
Board establishing a full range of environmental 
standards that they would expect you to meet in your: 
planning. A full range, even if reasonably tough 
standards. Again, you would just get on with the job 
and do it, right? 

A. I am assuming that these standards 


are not conflicting and that money is no object. 


ri Q. Well, of course. Presumably the 


Board would not present you with a set of standards 
that were completely ridiculous. I think we have to 
take that as assumed. 

A. Certainly. I am just wondering why 
you modified it by saying "completely ridiculous." 

Q. Very nice. 

A. But presumably we would work within 
the conditions that would be provided. 

Q. Now, Ms. Howes, you talked in your 
direct evidence about the fact that ultimately 


achieving certain environmental goals involves trading 


Farr & Associates Reporting, Inc. 


Shalaby,Snelson,Tennyson, 27778 
Long, Dalziel,Howes 
cr ex (Shepherd) 


off other environmental goals. And you gave the 
example of CO(2), which ultimately CO(2) controls can 
increase acid gas and can increase solid waste, isn't 
that right? 

Ay Misdon"t+think*iesaid that. ’°I think I 
was suggesting, for example, if you installed scrubbers 
you were solving an air problem but you were now 
creating a solid waste problem. 

Q. Fair enough. But it is true, isn't 
it, that in this hypothetical set of standards you 
could still meet them all even though solving one makes 
one more difficult to solve, you could still solve them 


all, right? 


- A. I am not certain. You would have to 


give me some more information on what your hypothetical 
considers. For example, I don't know what sort of 
waste we would have to be dealing with to so say that 
yes, it is, indeed, solvable. So I'm not prepared to 
agree to your point. 

Q. Ultimately, it all boils down to 
cost, though, doesn't it? 

A. Cost, as long as you are assuming 
that there is the technology and the know-how to solve 
some of these problems now. 


Q. So some of these problems we just 


Farr & Associates Reporting, Inc. 


Shalaby,Snelson,Tennyson, 27779 
Long, Dalziel,Howes 
cr ex (Shepherd) 


don't know what the solution is yet. 
A. I think that's a fair statement, yes. 
Q. Nuclear fuel. 
A. I would say it is fair to say that we 
do not have an approved long-term disposal facility 


available within Canada, yes. 


Ow oeCOG2 }i; 
A. CO(2)? 
Q. Yes. 


A. I would say there is no technology, 
for example, commercially available to scrub CO(2) at 
this point, yes. There is also a significant waste 
problem associated with scrubbing CO(2) that hasn't 
been adequately resolved, yes. 

Q. But there are quite a raft of 
solutions to CO(2) if you are willing to pay the cost, 
correct? 

A. Raft? Could you define "raft"? 

Q. A whole bunch. 

A. Such as? 

Q. Tree planting. Shifting off coal. 

A. I think there are a number of 
solutions. There probably isn't one large technical 
fix, if that is what you are suggesting. Yes, there 


are a range of options. You would have to plant a lot 
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of trees. 


On SUL your Could. do At. 

A. I would have to look at the land area 
available per CO(2) gigagram. 

MR. SHEPHERD: Mr. Chairman, I was going 
to go on to a new area. I wonder if that might be an 
appropriate time to stop for the day. 

THE CHAIRMAN: We will adjourn until 
tomorrow morning at 10:00. 

THE REGISTRAR: Please come to order. 

The hearing will adjourn until 10 o'clock tomorrow 
morning. 
---Whereupon the hearing was adjourned at 4:56 p.m., to 


be reconvened on Thursday, June 4, 1992, at 10:00 
a.m. 


JTO/BD [c. copyright 1985] 
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